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THE  NORTH  AMERICAN  FREE  TRADE  AGREE- 
MENT [NAFTA]  AND  ITS  IMPACT  ON  THE 
TEXTILE/APPAREL/FIBER  AND  AUTO  AND 
AUTO  PARTS  INDUSTRIES 


TUESDAY,  MAY  4,  1993 

House  of  Representatives, 
Commerce,  Consumer,  and 
Monetary  Affairs  Subcommittee 
OF  THE  Committee  on  Government  Operations, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  9:35  a.m.,  in  room 
2247,  Raybum  House  Office  Building,  Hon.  John  M.  Spratt,  Jr. 
(chairman  of  the  subcommittee)  presidmg. 

Present:  Representatives  John  M.  Spratt,  Jr.,  Marjorie 
MargoHes-Mezvinsky,  C.  Christopher  Cox,  and  William  H.  Zeliflf, 
Jr. 

Also  present:  Theodore  J.  Jacobs,  staff  director;  Thomas  S.  Kahn, 
chief  counsel;  Sandra  L.  Knox,  assistant  clerk;  and  Doug  Riggs,  mi- 
nority professional  staff,  Committee  on  Grovemment  Operations. 

OPENING  STATEMENT  OF  CHAIRMAN  SPRATT 

Mr.  Spratt.  In  the  interest  of  time,  I  think  it  would  be  wise  to 
get  started.  Today  the  Commerce,  Consumer,  and  Monetary  Affairs 
Subcommittee  meets  to  hold  a  hearing  on  the  North  American  Free 
Trade  Agreement  [NAFTA].  Our  particular  focus  this  morning  are 
the  rules  of  origin  and  how  these  rules  will  apply  to  the  textile/ap- 
parel/fiber industries  and  to  the  automobile  and  auto  parts  indus- 
tries. 

These  rules  of  origin  are  central  to  NAFTA  because  they  deter- 
mine which  products  in  two  significant  sectors  of  our  economy  will 
receive  preferential  duty  treatment  and,  in  some  cases,  preferential 
quota  treatment  when  they  come  into  this  country  or  are  traded 
generally  in  the  free  trade  area.  These  rules  of  origin  provide  that 
NAFTA  will  benefit  principally  those  products  that  are  made  in 
North  America — simple  to  state  but  in  the  implementation  they  are 
extraordinarily  complex,  and  they  differ  from  sector  to  sector. 

Congress  has  not  yet  been  asked  to  approve  the  agreement  or  to 
adopt  implementing  legislation  for  NAFTA.  As  we  meet,  there  are 
still  side  agreements  between  the  United  States,  Canada,  and  Mex- 
ico being  negotiated,  and  we  will  be  asked  to  pass  on  the  whole 
package  when  it  is  completed.  So  it  is  important  that  we  examine 
the  core  issues,  the  central  provisions  of  NAFTA  that  are  important 
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to  its  regulation  if  we  are  going  to  have  any  impact  on  the  final 
implementing  £igreements. 

I  hope  that  our  witnesses  today — and  we  have  a  number — will 
provide  us  with  concrete  recommendations  to  make  the  rules  of  ori- 
gin stronger  and  more  enforceable  and,  in  reality,  genuine  rules  of 
origin.  They  are  nicely  configured,  almost  exquisitelv  figged.  They 
have  been  hammered  out  in  some  detail  but  they  still  beg  the  ques- 
tion: Just  how  will  they  be  enforced?  How  will  we  enforce  rules  of 
origin  as  to  textiles  and  automobile  parts  as  they  apply  at  our  bor- 
ders and  our  ports  and  who  will  enforce  them  and  what  tools  will 
they  have  at  their  disposal?  What  sanctions  can  they  apply  to  make 
these  rules  truly  applicable  and  meaningfiil  in  the  implementation 
of  NAFTA? 

We  want  to  ensure  that  there  is  no  repetition  under  NAFTA  of 
the  vexing  problems  of  transshipment  that  have  been  so  well-docu- 
mented by  various  congressional  committees  including  this  one. 
And  I  am  concerned  that  NAFTA  will  increase  responsibilities  for 
the  Customs  Service.  Today,  Customs  has,  at  best,  limited  re- 
sources for  carrying  out  and  enforcing  the  existing  trade  agree- 
ments, including  the  Multifiber  Arrangement  [MFA].  The  MFA 
falls  in  the  Customs  Service's  responsibility  to  enforce,  by  enforcing 
the  quota  provisions  that  exist  with  about  40  different  countries. 

NAFTA  will  imdoubtedly  impose  significantly  greater  demands 
on  Customs  with  the  increased  trade  coming  from  Mexico  and  Can- 
ada and  with  increased  rules  and  regulations,  many  of  them  em- 
bodied in  these  rules  of  origin  which  the  Customs  Service  must  see 
to  it  are  enforced.  We  have  to  make  sure  that  Customs  has  the  per- 
sonnel and  resources  necessary  to  police  NAFTA  properly,  and  that 
is  one  of  our  quests  today,  to  find  out  if  Customs  is  prepared  to 
take  on  this  responsibility  and  if  it  can  fulfill  this  law  as  it  is  in- 
tended. 

We  will  be  hearing  from  the  General  Accounting  Office.  In  fact, 
we  will  start  with  Dr.  Allan  Mendelowitz,  the  Director  of  Inter- 
national Trade  and  Finance  in  the  General  Accounting  Office.  We 
will  then  move  to  a  series  of  panels. 

The  first  panel  will  begin  with  Mr.  Samuel  Banks,  who  is  the 
Acting  Deputy  Commissioner,  U.S.  Customs  Service.  It  will  include 
also  Ms.  Ann  Hughes,  who  is  the  Deputy  Assistant  Secretary  for 
the  Western  Hemisphere  from  the  Department  of  Commerce;  Mr. 
John  Simpson,  who  is  the  Deputy  Assistant  Secretary  for  Regu- 
latory, Tariff  and  Trade  Enforcement  in  the  Department  of  Treas- 
ury; and  Mr.  Ira  Shapiro,  who  is  the  general  counsel  for  the  USTR, 
the  Office  of  the  U.S.  Trade  Representative,  who  is  accompanied  by 
Ms.  Caroyl  Miller,  who  is  the  Deputy  Textile  Negotiator. 

The  second  panel  will  consist  of  Mr.  Carlos  Moore,  who  is  execu- 
tive vice  president,  the  American  Textile  Manufacturers  Institute; 
Mr.  Seth  Bodner,  who  is  the  executive  director  of  the  National 
Knitwear  and  Sportswear  Association;  Mr.  Jack  Sheinkman,  who  is 
the  president  of  the  Amalgamated  Clothing  and  Textile  Workers 
Union,  who  is  accompanied  by  Mr.  Eddie  Nichols,  who  is  the  presi- 
dent of  local  1093,  the  Celanese  Corp.,  Rock  Hill,  SC,  plant. 

The  final  panel  will  consist  of  Mr.  Stephen  Collins,  who  is  the 
director  of  the  economic  and  international  affairs  department,  pub- 


lie  affairs  division  of  the  American  Automobile  Manufacturing  As- 
sociation, and  Mr.  David  Gridley  of  the  Torrington  Co. 

Let  us  begin  then  with  Dr.  ^lan  Mendelowitz,  who  is  the  Direc- 
tor of  International  Trade  and  Finance  with  GAO.  Dr. 
Mendelowitz,  we  have  your  prepared  testimony  for  the  record. 

Before  we  proceed,  I  want  to  recognize  our  ranking  member,  Mr. 
Cox,  for  an  opening  statement. 

Mr.  Cox.  Thank  you,  Mr.  Chairman.  I'll  just  be  brief  I  am  look- 
ing forward  to  the  testimony  of  our  first  panel. 

Last  week,  Leon  Panetta  sent  a  Shockwave  through  Washington 
by  suggesting  that  the  North  American  Free  Trade  Agreement  was 
in  trouble.  Ironically,  by  publicly  statine  that  the  agreement  would 
likely  go  down  to  defeat  if  a  vote  were  held  today,  the  0MB  Direc- 
tor has  reenergized  the  debate  on  the  agreement.  Frankly,  I  doubt 
that  Leon  Panetta  was  right,  but  his  predictions  and  the  attention 
that  is  focused  on  NAFTA  provides  a  perfect  backdrop  for  this 
hearing  today. 

As  we  prepare  to  focus  on  the  rules  of  origin  and  enforcement 
procedures  of  NAFTA,  I  want  to  spend  a  few  moments  outlining 
three  of  the  benefits  of  this  proposed  agreement. 

First,  NAFTA  will  actually  prevent  many  jobs  from  being  trans- 
ferred to  Mexico.  Current  Mexican  trade  law  essentially  prohibits 
many  United  States  firms  from  exporting  to  Mexico  without  estab- 
lishing offices  there.  This  means  that  under  the  current  system,  a 
United  States  business  must  export  jobs  to  Mexico  if  it  wants  to 
export  goods  to  Mexico.  NAFTA  does  away  with  these  restrictions 
and  ensures  that  any  U.S.  company — even  a  small  business  with 
limited  resources — can  export  its  goods  and  services  without  trans- 
ferring administrative  operations  to  Guadalajara. 

Second,  the  value  of  the  Mexican  market  to  American  workers 
cannot  be  overstated.  Last  year,  Mexico  surpassed  Japan  as  the 
second-largest  market  for  United  States  manufactured  goods.  This 
is  in  spite  of  the  fact  that  the  Japanese  market  is  10  times  the  size 
of  the  Mexican  GNP.  Our  trade  surplus  of  nearly  $6  billion  with 
Mexico  is  the  largest  of  any  United  States  trading  relationship. 
And  with  a  growing  population  of  more  than  90  million  people,  up 
to  5-percent  annual  economic  growth,  and  enormous  pent-up  de- 
mand for  American  consumer  goods,  we  cannot  aflFord  to  ignore  the 
Mexican  consumer. 

And  finally,  we  should  remember  that  we  have  far  more  to  gain 
than  does  Mexico  in  ratifying  NAFTA.  NAFTA  would  virtually  wipe 
out  trade  barriers  which  are  heavily  weighted  against  U.S.  export- 
ers. For  instance,  the  average  tariff  that  a  Mexican  product  faces 
coming  into  the  United  States  is  only  2.6  percent.  But  the  average 
American  product  is  slapped  with  a  13-percent  duty.  Removing 
these  restrictions  will  lower  the  cost  of  American  products  in  Mex- 
ico. That  would  boost  U.S.  production  and  increase  U.S.  employ- 
ment. 

This  is  certainly  not  to  say  that  NAFTA  is  a  panacea  or  that  all 
of  the  legitimate  concerns  have  been  addressed.  A  number  of  ex- 
perts have  suggested  that  both  the  United  States  and  Mexican 
Customs  authorities  will  have  to  improve  their  track  records  if  the 
agreement  is  to  be  effectively  enforced.  Others  are  concerned  with 
possible  transshipment  of  goods  through  Mexico.  And  some  are  dis- 


appointed  with  the  rules  of  origin  for  autos  and  textiles  and  ap- 
parel. We  are  here  today  to  explore  these  and  other  questions  and 
to  identify  areas  that  need  attention.  I  look  forward  to  the  testi- 
mony of  our  witnesses  and  to  working  with  them  to  ensure  sturdy 
implementation  of  NAFTA. 

Thank  you,  Mr.  Chairman. 

Mr.  Spratt.  Thank  you,  Mr.  Cox,  for  an  excellent  statement.  Mr. 
Zeliff. 

Mr.  Zeliff.  Thank  you,  Mr.  Chairman.  I,  too,  will  be  verybnef. 
I  would  like  to  comment  that  since  Mexico  joined  the  GATT  and 
began  to  reduce  its  trade  barriers  in  1986,  our  trade  deficit  with 
that  countrj^  has  become  an  exploding  trade  surplus  of  over  $7  bil- 
lion a  year  in  manufactured  goods.  By  opening  up  new  markets  in 
Mexico,  strengthening  intellectual  property  protection,  and  lifting 
other  barriers  to  U.S.  goods  and  services,  NAFTA  will  increase  U.S. 
exports  and  create  good  American  jobs. 

Mr.  Chairman,  NAFTA  is  good  for  America  and  good  for  my 
home  State  of  New  Hampshire,  as  well.  New  Hampshire's  exports 
to  Mexico  grew  286  percent  from  1987  to  1991,  rising  from  $10  mil- 
lion to  $38  million.  In  1991  alone.  New  Hampshire's  exports  of 
manufactured  goods  to  Mexico  generated  1,600  good,  high-paying 
jobs  in  our  State.  In  fact,  since  1987,  4,500  new  jobs  have  oeen  cre- 
ated by  the  growth  in  New  Hampshire's  manufactured  exports  to 
Mexico  and  Canada. 

Certainly  we  understand  that  in  anything  that  potentially  could 
be  as  successful  as  NAFTA  we  are  going  to  have  some  short-term 
dislocation  and  short-term  problems  and  certainly  points  of  origin 
and  other  challenges  that  face  us  relative  to  implementation  have 
to  be  addressed.  I  am  looking  forward  to  the  panel's  discussion,  as 
welL  and  I  appreciate  you  bringing  this  hearing  today. 

[The  prepared  statement  of  Mr.  Zeliff  follows:] 


OPENING  STATEMENT  OF  THE  HONORABLE 

Wn^LIAM  H.  ZELIFF 
BEFORE  THE  SUBCOMMITTEE  ON  COMMERCE, 

CONSUMER,  AND  MONETARY  AFFAIRS 
aS[  IHE  NCaOH  AMERICAN  n(EE  TRAIK  AGSOBEVIBVr 


May  4,  1993 


Mr.  Chairman, 


I  want  to  thank  you  for  calling  the 
Subcommittee  together  this  morning  to 
discuss  the  North  American  Free  Trade 
Agreement  or  NAFTA,  and  specifically  the 
rules  of  origin  and  enforcement  provisions  of 
the  agreement. 

Mr.  Chairman,  I  am  a  strong  supporter  of 


NAFTA,  and  I  hope  that  Congress  finds  the 
wisdom  to  pass  this  landmark  accord.    In 
plain  and  simple  terms,  NAFTA  means 
economic  growth  and  jobs  for  American 
workers.    Since  Mexico  joined  the  GATT  and 
began  to  reduce  its  trade  barriers  in  1986, 
our  trade  deficit  with  that  country  has  become 
an  exploding  trade  surplus  of  over  $7  billion 
a  year  in  manufactured  goods.    By  opening 
up  new  markets  in  Mexico,  strengthening 
intellectual  property  protection,  and  lifting 
other  barriers  to  US  goods  and  services, 
NAFTA  will  increase  US  exports  and  create 
American  jobs. 

Our  distinguished  Trade  Representative,  Mr. 
Kantor,  has  testified  that  exports  to  Mexico 
currently  supports  700,000  American  jobs  and 


that  figure  will  grow  to  900,000  in  two  years. 
Failure  to  pass  NAFTA,  the  US  Trade 
Representative  has  stated,  will  "cost  us 
500,000  of  those  high- wage,  high-skilled 
jobs". 

Mr.  Chairman,  NAFTA  is  good  for  America 
and  good  for  my  home  state  of  New 
Hampshire.    New  Hampshire's  exports  to 
Mexico  grew  286%  from  1987  to  1991, 
rising  from  $10  million  to  $38  million.    In 
1991  alone,  New  Hampshire's  exports  of 
manufactured  goods  to  Mexico  generated 
1,600  good,  high-paying  jobs  in  the  state.    In 
fact,  since  1987,  4,500  new  jobs  have  been 
created  by  the  growth  in  New  Hampshire's 
manufactured  exports  to  Mexico  and  Canada. 
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I  recognize  that  there  will  be  problems 
associated  with  the  implementation  of 
NAFTA,  and  we  will  likely  hear  testimony 
today  which  will  suggest  that  NAFTA  will 
cost  American  jobs.    In  certain  employment 
sectors  this  may  be  true,  and  we  must  be 
ready  to  provide  displaced  workers  with  job 
re-training  and  other  assistance  to  ease  their 
transition  into  a  new  career. 

But  the  simple  fact  remains,  Mr.  Chairman, 
that  NAFTA  will  give  this  country  a 
substantial  net  job  increase,  and  it  is  this 
point  that  I  hope  that  we  do  not  lose  sight  of 
during  the  debate.    In  effect,  we  should  not 
attempt  to  save  fifty  jobs  by  sacrificing  100. 

Thank  you,  Mr.  Chairman. 
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Mr.  Spratt.  Thank  you,  Mr.  Zeliff.  Let  us  proceed  with  our  hear- 
ing if  there  are  no  further  statements.  Dr.  Mendelowitz,  the  floor 
is  yours.  As  I  noted  earlier,  you  have  already  filed  your  prepared 
testimony.  We  will  make  it  part  of  the  record  if  there  is  no  objec- 
tion and  you  may  summarize  it  as  you  see  fit. 

Would  you  like  to  identify  the  additional  people  at  the  witness 
table  with  you? 

STATEMENT  OF  ALLAN  I.  MENDELOWITZ,  DIRECTOR,  INTER- 
NATIONAL TRADE  AND  FINANCE,  GENERAL  GOVERNMENT 
DIVISION,  U.S.  GENERAL  ACCOUNTING  OFFICE,  ACCOM- 
PANIED BY  CURTIS  F.  TURNBOW,  ASSISTANT  DIRECTOR; 
SHEILA  K.  RATZENBERGER,  ASSISTANT  GENERAL  COUNSEL; 
AND  WILLIAM  J.  GORMAN,  SENIOR  EVALUATOR 

Mr.  Mendelowitz.  Yes,  I'd  be  very  happy  to  introduce  my  col- 
leagues here  with  me.  On  my  left  is  Curt  Tumbow  who  is  our  As- 
sistant Director  supervising  our  work  on  trade  agreements.  On  my 
right  is  our  assistant  general  counsel,  Sheila  Ratzenberger.  And 
next  to  Sheila  is  Mr.  Bill  Gorman  who  has  been  working  on  this 
particular  assignment. 

I'm  more  than  happy  to  read  a  very  shortened  statement  and 
submit  the  full  statement  for  the  record.  We're  happy  to  be  here 
to  talk  about  our  ongoing  work  with  respect  to  the  NAFTA,  in  par- 
ticular rules  of  origin  and  enforcement  issues  with  respect  to  tex- 
tiles and  apparel  and  automobiles  and  automotive  parts. 

There  is  considerable  controversy  over  the  potential  impact  of 
NAFTA  on  employment  and  trade  overall  and  in  specific  industries. 
The  U.S.  International  Trade  Commission  predicts  that  NAFTA 
will  positively  impact  U.S.  textile  and  automotive  industries  with 
respect  to  employment  and  trade  but  will  have  the  opposite  effect 
on  U.S.  apparel  with  respect  to  employment.  The  industry  sector 
advisory  committees  representing  these  industries  were  generally 
satisfied  with  NAFTA  provisions  but  the  labor  policy  advisory  com- 
mittee believes  NAFTA  does  not  promote  U.S.  economic  interests. 

NAFTA's  rules  of  origin  are  intended  to  define  those  goods  enti- 
tled to  preferential  tariff  treatment  and  prevent  Mexico  from  be- 
coming an  export  platform  for  products  fi"om  non-NAFTA  countries. 
Goods  wholly  produced  in  the  United  States,  Mexico,  or  Canada 
will  qualify.  Most  goods  that  contain  some  nonregional  materials 
will  qualify  if  those  materials  are  sufficiently  processed  in  North 
America  so  that  the  ultimate  article  undergoes  a  specified  change 
in  tariff  classification.  Some  goods  must  also  include  a  specified 
percentage  of  North  American  content. 

Special  rules  apply  to  textiles  and  apparel  products  and  to  auto- 
mobiles and  automotive  parts.  And  these  special  rules  of  origin  are 
considered  to  be  quite  stringent,  quite  strict,  and  have  been  set  at 
levels  which  should  ensure  that  Mexico  does  not  become  an  export 
platform  for  products  produced  elsewhere  in  the  world. 

NAFTA  has  special  safeguard  provisions  that  apply  to  imports  of 
textile  and  apparel  products.  For  example,  during  a  10-year  transi- 
tion period,  a  country  may  temporarily  increase  the  duty  if  import 
surges  of  a  product  have  caused  or  threaten  to  cause  "serious  dam- 
age. '  And  tne  special  safeguards  also  provide  for  certain  products 
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the  imposition  of  quotas  for  up  to  a  3-year  period  without  any  com- 
pensation being  provided. 

The  Customs  Service  has  an  important  role  to  play  in  admin- 
istering the  NAFTA;  it's  the  ability  of  the  Customs  Service  to  en- 
force the  rule  of  origin  requirements  that  are  essential  to  assuring 
that  the  benefits  of  the  NAFTA  accrue  to  producers  in  the  United 
States,  Canada,  and  Mexico. 

Customs  will  be  responsible,  as  I  said,  for  enforcing,  among  other 
things,  the  NAFTA  rules  of  origin.  An  exporter  or  producer  to  gain 
the  NAFTA  benefits  must  sign  a  certificate  of  origin  for  a  good  if 
an  importer  is  to  claim  preferential  treatment  under  NAFTA.  Cus- 
toms will  be  able  to  audit  selected  producers'  and  importers' 
records  to  verify  that  their  products  meet  NAFTA  requirements. 
Exporters  and  importers  are  required  to  keep  records  with  respect 
to  the  origfin  of  their  products  for  up  to  5  years.  And  Customs  has 
the  authority  to  penalize  violators  of  country-of-origin  rules. 

Customs  has  available  to  it  a  whole  host  of  penalties  to  respond 
to  violators  of  Customs  rules.  The  penalties  start  out  at  the  lowest 
level  with  administrative  rules  and  work  all  the  way  up  to  rather 
severe  criminal  penalties.  So  Customs  has  a  good,  I  think,  bag  of 
penalties  available  if  there  are  violations  and  can  respond  appro- 
priately whether  the  violations  are  minor  infractions  or  repeated 
efforts  to  engage  in  criminal  fraud. 

NAFTA  will  allow  Customs  officers  access  to  textile  and  apparel 
manufacturing  plants  in  the  three  countries.  This  provision  was  in- 
cluded to  help  protect  against  transshipment  of  non-NAFTA  tex- 
tiles and  apparel  into  the  United  States. 

While  GAO  has  been  concerned  about  Customs*  readiness  to 
manage  enforcement  activities  required  for  NAFTA,  Customs  has 
initiated  several  efforts  to  develop  a  trade  enforcement  strategy. 
Customs  officials  told  us  that  they  do  not  anticipate  any  unusual 
or  new  enforcement  problems  as  a  result  of  NAFTA. 

A  U.S.  industry  advisory  committee  on  NAFTA  Customs  matters 
reported  that  Customs  will  be  able  to  enforce  all  of  NAFTA's  provi- 
sions within  the  bounds  of  due  process  of  law.  However,  it  made 
several  recommendations  to  improve  Customs  administration  and 
enforcement  of  NAFTA  provisions,  including  the  request  that  Con- 
gfress  assure  that  the  Customs  Service  have  adequate  resources  to 
carry  out  its  responsibilities  under  the  NAFTA. 

I'd  like  to  add  a  final  note  with  respect  to  Customs  and  that  is 
the  major  priority  of  Customs  on  the  southern  border  over  the  past 
decade  has  been  drug  interdiction,  narcotics  interdiction.  A  lot  of 
effort  has  been  devoted  to  this.  It  clearly  has  been  a  major  priority 
of  the  Customs  Service.  Customs  does  not  have  unlimited  resources 
and  if  it  is  going  to  devote  a  lot  of  resources  to  drug  interdiction, 
there  will  be  less  resources  available  to  try  to  enforce  the  provi- 
sions of  the  NAFTA.  And  I  think  Congress  will  have  to  weigh  very 
carefully  how  it  suggests  and  how  it  directs  the  Customs  Service 
to  allocate  its  resources  between  its  various  important  priorities. 

This  concludes  my  summary  statement,  and  we'll  be  happy  to  try 
to  answer  any  questions  you  might  have. 

[The  prepared  statement  of  Mr.  Mendelowitz  follows:] 
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NAFTA:  ISSUES  RELATED  TO  TEXTILE/APPAREL 
AND  AUTO  AND  AUTO  PARTS  INDUSTRIES 

SUMMARY  OF  STATEMENT  BY  ALLAN  I.  MENDELOWITZ ,  DIRECTOR 

INTERNATIONAL  TRADE,  FINANCE,  AND  COMPETITIVENESS  ISSUES 

GENERAL  GOVERNMENT  DIVISION 

There  is  considerable  controversy  over  the  potential  impact 
of  NAFTA  on  employment  and  trade  overall,  and  in  specific 
industries.   The  U.S.  International  Trade  Commission  predicts 
that  NAFTA  will  positively  impact  U.S.  textile  and  automotive 
industries  but  will  have  the  opposite  effect  on  U.S.  apparel. 
The  industry  sector  advisory  committees  representing  these 
industries  were  generally  satisfied  with  NAFTA  provisions  but  the 
labor  policy  advisory  committee  believes  NAFTA  does  not  promote 
U.S.  economic  interests. 

NAFTA 's  rules  of  origin  are  intended  to  (1)  define  those 
goods  entitled  to  preferential  tariff  treatment  and  (2)  prevent 
Mexico  from  becoming  an  export  platform  for  products  from  non- 
NAFTA  countries.   Goods  wholly  produced  in  the  United  States, 
Mexico,  or  Canada  will  qualify.   Most  goods  that  contain  some 
nonregional  materials  will  qualify  if  those  materials  are 
sufficiently  processed  in  North  America  so  that  the  ultimate 
article  undergoes  a  specified  change  in  tariff  classification. 
Some  goods  must  also  include  a  specified  percentage  of  North 
American  content.   Special  rules  apply  to  textiles  and  apparel 
products  and  to  automobiles  and  auto  parts. 

NAFTA  has  special  safeguard  provisions  that  apply  to  imports 
of  textile  and  apparel  products.   For  example,  during  a  10-year 
transition  period,  a  country  may  temporarily  increase  the  duty  if 
import  surges  of  a  product  have  caused  or  threaten  to  cause 
"serious  damage." 

Customs  will  be  responsible  for  enforcing  NAFTA  rules  of 
origin.   An  exporter  or  producer  must  sign  a  certificate  of 
origin  for  a  good  if  an  importer  is  to  claim  preferential 
treatment  under  NAFTA.   Customs  will  be  able  to  audit  selected 
producers'  and  importers'  records  to  verify  that  their  products 
meet  NAFTA' s  requirements  and  it  has  the  authority  to  penalize 
violators  of  country-of-origin  rules.   NAFTA  will  allow  customs 
officers  access  to  textile  and  apparel  manufacturing  plants  in 
the  three  countries.   This  provision  was  included  to  help  protect 
against  transshipment  of  non-NAFTA  textiles  and  apparel  into  the 
United  States.   While  GAO  has  been  concerned  about  Customs' 
readiness  to  manage  enforcement  activities  required  for  NAFTA, 
Customs  has  initiated  several  efforts  to  develop  a  trade 
enforcement  strategy.   Customs  officials  told  us  that  they  do  not 
anticipate  any  unusual  or  new  enforcement  problems  as  a  result  of 
NAFTA.   A  U.S.  industry  advisory  committee  on  NAFTA  customs 
matters  reported  that  Customs  will  be  able  to  enforce  all  of 
NAFTA' s  provisions  within  the  bounds  of  due  process  of  law. 
However,  it  made  several  recommendations  to  improve  Customs 
administration  and  enforcement  of  NAFTA  provisions. 
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Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  pleased  to  be  here  today  to  testify  on  the  potential  impact  of 
the  North  American  Free  Trade  Agreement  (NAFTA)  on  the 
textile/apparel  and  auto  and  auto  parts  industries.   I  will  also 
address  certain  issues  concerning  Customs'  administration  and 
enforcement  of  NAFTA  provisions  that  are  important  to  these 
industries.  I  would  like  to  note  that  this  testimony  is  based  on 
work  that  is  part  of  our  overall  assessment  of  NAFTA  major  issues. 
That  assessment  is  still  underway,  and  therefore  this  testimony 
reflects  our  current  state  of  knowledge  which  is  subject  to  change. 

INTRODUCTION 

Textile  and  Apparel  Industry 

The  textile  industry  primarily  produces  yarns,  fabrics,  home 
furnishings,  carpets,  and  industrial  and  commercial  textile 
products  such  as  bags,  belting,  and  cordage.   The  apparel  industry 
produces  clothing  and  accessories  such  as  headwear  and  gloves.   The 
U.S.  textile  mill  industry  is  ranked  among  the  most  productive  and 
efficient  textile  producers  in  the  world.   Substantial  investment 
has  been  made  in  modern  textile  equipment  and  new  technology  in  the 
past  decade,  resulting  in  a  number  of  highly  automated  mills  and  a 
decrease  in  employment.   The  U.S.  apparel  industry  consists  of  a 
few  large  firms  and  many  small  and  medium-size  firms.   As  a  whole. 
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the  apparel  industry  has  realized  little  growth  in  productivity 
over  the  past  decade,  and  has  experienced  declining  employment  and 
falling  domestic  market  share. 

The  Arrangement  Regarding  International  Trade  in  Textiles,  known  as 
the  Multifiber  Arrangement  (MFA),  has  governed  much  of  world  trade 
in  textiles  and  apparel  since  1974.   The  MFA  allows  signatories  to 
place  quantitative  limits,  or  quotas,  on  imports  of  textiles  and 
apparel.   Quotas  can  be  established  through  the  negotiation  of 
bilateral  agreements  or,  in  the  absence  of  mutually  agreeable 
limits,  imposed  unilaterally,  with  certain  qualifications,  by  the 
importing  country. 

In  1992  the  United  States  maintained  quantitative  restraints  under 
the  auspices  of  MFA  covering  about  67  percent  of  U.S.  textile  and 
apparel  imports.   Under  NAFTA,  U.S.  quotas  on  various  textile  and 
apparel  imports  from  Mexico  will  either  terminate  immediately  or  be 
phased  out  in  three  stages  over  a  10-year  period.   On  the  other 
hand,  trade  between  the  United  States  and  Canada  has  never  been 
restricted  by  MFA  quotas.   NAFTA  will  supersede  the  provisions  of 
MFA  as  they  apply  to  the  United  States,  Canada,  and  Mexico. 


^However,  quotas  may  not  be  placed  on  products  made  with  pure 
silk. 
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Automotive  Industry 

Automotive  products  are  the  largest  component  of  bilateral  trade  in 
manufactured  goods  between  the  United  States  and  Canada  as  well  as 
between  the  United  States  and  Mexico.   U.S.  exports  of  automotive 
products  to  Canada,  consisting  primarily  of  auto  parts,  amounted  to 
$22.7  billion  in  1991.   U.S.  exports  of  automotive  products  to 
Mexico,  also  consisting  mostly  of  auto  parts,  amounted  to  $5.7 
billion  in  1991.   Most  trade  in  automotive  goods  between  Canada  and 
the  United  States  is  conducted  on  a  duty-free  basis  under  the  terms 
of  the  1965  U.S. -Canada  Automotive  Products  Trade  Agreement  (auto 
pact)  or  the  U.S. -Canada  Free  Trade  Agreement  (CFTA) .   Mexico's 
domestic  automotive  industry  has  been  highly  protected  by  the 
government  from  foreign  competition  since  1962.   However,  under  the 
maquiladora  program  ,  Mexico  has  become  more  competitive  in 
automotive  parts  assembly  for  export. 

NAFTA 'S  EXPECTED  IMPACT  ON  THE  U.S.  TEXTILE,  APPAREL,  AND 
AUTOMOTIVE  INDUSTRIES 

There  Is  considerable  controversy  over  the  potential  impact  of 
NAFTA  on  employment  and  trade  overall,  and  in  specific  industries. 


Mexico's  maquiladora  program  allows  Mexican  and  foreign 
investors  to  establish  manufacturing  plants  in  selected  areas  of 
Mexico  to  produce  for  export.   The  manufacturing  plants,  called 
"maquiladoras,"  produce  finished  or  semifinished  goods  that  are 
exported  primarily  to  the  United  States.   Foreign  investors  may 
own  100  percent  of  such  plants. 
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For  example,  the  U.S.  International  Trade  Commission  (ITC)  recently 
concluded  that  NAFTA  is  likely  to  have  a  minor  positive  impact  on 
the  U.S.  textile  industry  in  the  short  and  long  term  but  a  minor 
negative  impact  on  the  U.S.  apparel  industry.^   The  ITC  also 
predicts  that  automotive  trade  will  increase  while  U.S.  employment 
in  the  automotive  sector  is  not  expected  to  change  significantly  in 
the  long  run.   The  industry  sector  advisory  committees  representing 
the  textile  and  apparel,  and  automotive  sectors  reported  they  are 
generally  satisfied  with  NAFTA  provisions  and  expect  the  agreement 
to  provide  benefits.   However,  the  labor  policy  advisory  committee 
reported  that  NAFTA,  as  drafted,  does  not  promote  the  economic 
interests  of  the  United  States. 

Textile  Industry 

According  to  the  recent  ITC  report,  the  impact  of  NAFTA  on  overall 
U.S.  textile  trade  will  likely  be  minor,  largely  because  of 
Mexico's  small  share  of  that  trade.   Nevertheless,  the  report 
concludes  that  two-way  U.S.  textile  trade  with  Mexico--building  on 
a  relatively  small  base--will  likely  grow  considerably  under  NAFTA 
in  both  the  short  and  long  term.   U.S.  exports  of  textile  mill 
products  to  Mexico  likely  will  be  spurred  by  duty  reductions  and 
the  expected  increase  in  Mexican  demand  for  textile  inputs  for 


Potential  Impact  on  the  U.S.  Economy  and  Selected  Industries  of 
the  North  American  Free-Trade  Agreement,  U.S.  International  Trade 
Commission,  Publication  2596  (Washington,  D.C.:  Jan.  1993). 
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production  of  apparel  and  made-up  textiles.*  U.S.  imports  of 
Mexican  textile  goods  should  Increase  due  primarily  to  the  removal 
of  U.S.  tariffs  and  quotas.   For  both  the  short  and  long  term,  ITC 
projects  that  NAFTA  will  likely  have  a  minor  positive  impact  on 
production  and  employment  in  the  U.S.  textile  industry  due  to  the 
NAFTA-induced  growth  in  Mexican  demand  for  Inputs  in  apparel 
production  for  export. 

Apparel  Industry 

The  ITC  projects  that  the  impact  of  NAFTA  on  overall  U.S.  apparel 
trade  will  likely  be  minor,  largely  because  of  Mexico's  small  share 
of  that  trade.   As  with  U.S.  textile  trade,  U.S.  apparel  trade  with 
Mexico —  building  on  a  relatively  small  base--  will  likely  grow 
considerably  under  NAFTA  in  both  the  short  and  long  term,  according 
to  the  ITC  report. 

According  to  the  ITC,  unlike  the  textile  sector,  the  expected 
changes  in  U.S.  apparel  trade  under  NAFTA  will  likely  have  a  minor 
negative  impact  on  production  and  employment  in  the  U.S.  apparel 
industry  in  both  the  short  and  long  term.   The  U.S.  Industry  will 
likely  continue  to  decline  because  of  greater  Import  competition 
under  NAFTA,  according  to  the  ITC  report,  and  most  of  the  expected 
decline  in  output  and  employment  will  likely  occur  among  smaller 


*Made-up  textiles  include  consumer  goods  such  as  towels, 
tablecloths,  and  bedsheets. 
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apparel  firms,  especially  contractors,  which  tend  to  be  highly 
labor-intensive.   The  ITC  report  concluded  that  the  expected 
declines  for  the  apparel  industry  are  likely  to  be  larger  than  the 
anticipated  increases  in  the  textile  industry. 

Automotive  Industry 

According  to  the  ITC,  in  the  short  run,  NAFTA  will  likely  lead  to  a 
minor  increase  in  U.S.-  Mexico  trade  in  automobiles  and  auto  parts. 
U.S.  imports  of  auto  parts  from  Mexico  are  not  likely  to  increase, 
but  U.S.  exports  of  auto  parts  to  Mexico  may  grow.   In  the  long 
run,  two-way  trade  in  auto  parts  is  expected  to  grow  considerably, 
and  the  ITC  predicts  a  modest  increase  in  U.S.  auto  parts 
production.   However,  with  respect  to  automobile  production,  ITC 
concludes  that  NAFTA  is  likely  to  result  in  a  minor  reduction  in 
U.S.  production  and  employment.   On  the  other  hand,  the  U.S. 
industry  sector  advisory  committee  representing  the  automotive 
sector  reports  that  the  agreement  overall  will  result  in  expanded 
export  opportunities  for  U.S.  manufacturers  with  some  slight 
employment  benefits. 

However,  we  note  that,  over  the  past  decade,  a  large  number  of 
labor-intensive  jobs  in  the  auto  parts  industry  has  moved  to  Mexico 
under  the  auspices  of  Mexico's  maquiladora  program.   In  1980,  only 
7,500  maquiladora  workers  were  employed  in  the  transportation 
equipment  sector.   However,  by  1991,  112,000  maquiladora  workers 
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produced  transportation  equipment  for  export  aimost  exclusively  to 
the  United  States.^  This  substantial  increase  in  employment  in 
Mexico  forms  the  basis  for  concerns  that  NAFTA  will  lead  to  further 
job  flight  to  Mexico  from  the  U.S.  automotive  sector.   Countering 
this  concern,  a  recent  U.S.  Trade  Representative  (USTR)  report 
concluded  that  NAFTA  would  do  little  to  encourage  or  discourage 
automotive  job  relocation  for  several  reasons.   These  included  the 
following:   (1)  labor  costs  are  a  decreasing  component  of 
automotive  manufacturing  costs;  (2)  Mexico  has  higher 
infrastructure  costs  than  the  United  States;  and  (3)  Mexico's 
supplier  base  is  weak.   Furthermore,  a  good  deal  of  the  low- 
skilled,  labor-intensive  work  suited  to  maquiladora  plants  is 
believed  to  have  already  moved  away  from  the  United  States. 

RULES  OF  ORIGIN  FOR  THE  TEXTILE,  APPAREL  AND  AUTOMOTIVE  INDUSTRIES 

NAFTA 's  Approach  to  Rules  of  Origin 

Most  countries  establish  standards  to  determine  the  country  of 
origin,  or  "legal  nationality,"  of  imported  goods.   These  rules 
serve  multiple  purposes,  such  as  (1)  allowing  the  assessment  of 
customs  duties  on  the  basis  of  country  of  origin,  (2)  ensuring  that 
origin  marks  are  correct,  (3)  assisting  in  the  analysis  of  trade 


North  American  Free  Trade  Agreement;   U.S. -Mexican  Trade  and 
Investment  Data  (GAO/GGD-92-131,  Sept.  25,  1992). 
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and  capital  flows,  and  (4)  applying  country-specific  trade 
measures. 

NAFTA 's  rules  of  origin  define  those  goods  entitled  to  preferential 
tariff  treatment.   Goods  wholly  produced  in  the  United  States, 
Mexico,  or  Canada  will  qualify.*  The  rules  of  origin  also  enable 
goods  that  contain  some  nonregional  materials  to  qualify.   The 
following  are  examples: 

Goods  containing  imported  components  from  outside  the 
region  will  qualify  if  the  nonregional  materials  are 
sufficiently  processed  in  North  America  so  that  the 
ultimate  article  undergoes  a  specified  change  in  tariff 
classification — i.e.,  a  different  product  is  created. 

Some  goods  must  include  a  specified  percentage  of  North 
American  content  in  addition  to  meeting  the  tariff 
classification  requirement. 

Goods  that  fall  to  meet  a  specific  rule  of  origin  will 
qualify  under  a  "de  minimis"  provision  if  the  value  of  non- 
NAFTA  materials  comprises  no  more  than  a  specified 
percentage  (usually  7  percent)  of  the  price  or  total  cost 
of  the  good. 
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"Wholly  produced"  means  that  the  goods  are  produced  in  the  NAFTA 
region  and  made  up  entirely  of  NAFTA  components. 
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During  Congressional  consideration  in  1991  of  extension  of  the 
authority  for  fast-track  approval  of  international  trade 
agreements,  including  NAFTA,  the  USTR  promised  stricter  rules  of 
origin  for  certain  industries,  such  as  textiles,  apparel,  autos, 
and  auto  parts,  in  order  to  prevent  Mexico  from  becoming  an  "exporl 
platform"  for  products  from  non-NAFTA  countries.   In  response  to 
this  commitment,  NAFTA  includes  special  rules  of  origin  for  these 
sectors . 

NAFTA 's  Textile  and  Apparel  Rules  of  Origin 

In  order  to  understand  the  textile  and  apparel  sectors '  rules  of 
origin,  it  is  necessary  to  understand  the  manufacturing  process. 
Manufacturing  of  most  finished  textile  and  apparel  products  is 
generally  considered  to  be  a  three-step  process.   First,  fiber  is 
spun  into  yarn.   Then,  yarn  is  used  to  make  fabric.   In  the  final 
stage,  fabric  is  cut  and  sewn  into  end  products  such  as  apparel. 

The  basic  rule  of  origin  for  textile  and  apparel  products  is  "yarn 
forward."  This  rule  means  that  most  made-up  textile  and  apparel 
products  must  be  manufactured  in  North  America  from  fabric  (1) 
formed  in  the  free  trade  area  and  (2)  made  with  North  American 
yarn,  in  order  to  qualify  as  a  NAFTA-orlginating  product.   In  other 
words,  most  made-up  textile  and  apparel  goods  that  contain  imported 
fiber  inputs  will  still  be  eligible  for  NAFTA' s  preferential  tariff 
treatment . 
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The  agreement  provides  four  exceptions  to  the  basic  yarn  forward 
rule  of  origin: 

"Fiber  forward"  rule  of  origin:    NAFTA  requires  that  the 
cotton  and  manmade  fiber  (MfiF)  in  certain  textile  and 
apparel  products  must  be  made  in  North  America  in  order  for 
the  goods  to  receive  preferential  duty  treatment.   This 
rule  is  stricter  than  the  yarn  forward  rule  of  origin 
because  it  requires  that  the  final  product  and  every  input, 
including  fiber,  be  made  in  North  America  with  NAFTA- 
originatlng  components. 

"Substantial  transformation"  rule  of  origin:   NAFTA  also 
sets  forth  a  list  of  fabrics  deemed  to  be  in  short  supply 
that  can  be  used  to  make  apparel  products  that  will  be 
eligible  under  a  substantial  transformation  rule  of 
origin.*  According  to  the  U.S.  lead  negotiator,  this  rule 
will  allow  apparel  producers  to  use  fabrics  not  made  In 
North  America,  such  as  silk  and  linen,  or  in  short  supply, 
such  as  certain  shirting  fabrics,  and  still  receive  NAFTA 
benefits. 
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These  products  include  cotton  and  MMF  knit  fabric,  MMF  non-woven 
and  specialty  fabrics,  spun  cotton  and  MMF  yarns,  and  MMF 
carpeting,  MMF  made-ups,  and  MMF  sweaters  (the  last  product 
applies  only  for  trade  between  the  United  States  and  Mexico). 

*A  "substantial  transformation"  rule  confers  origin  when 
manufacturing  substantially  transforms  a  product  so  as  to  produce 
a  "new  and  different  article  of  commerce"  with  a  name,  character, 
or  use  distinct  from  that  of  its  components. 

10 
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Tariff  preference  level  (TPL) :   As  in  CFTA,  NAFTA  permits 
preferential  tariff  treatment  for  certain  goods  traded 
among  the  NAFTA  countries  that  are  made  in  North  America 
but  do  not  satisfy  NAFTA 's  rules  of  origin.   NAFTA  sets 
agreed  annual  quantitative  amounts,  known  as  TPLs  for  these 
products.'  As  in  CFTA,  imports  in  excess  of  TPLs  will  be 
charged  duty  at  the  most  favored  nation  (MFN)  rate. 

"De  minimis"  provision:   NAFTA,  unlike  CFTA,  generally 
allows  any  textile  or  apparel  good  to  be  considered  North 
American  if  non-NAFTA  materials  constitute  no  more  then  7 
percent  of  the  weight  of  the  component  that  imparts  the 
"essential  character"  of  the  good. 

NAFTA 'S  Rules  of  Origin  for  Autos  and  Auto  Parts 

NAFTA' s  rules  of  origin  specify  that  in  order  to  qualify  for 
preferential  tariff  treatment,  cars,  light  trucks,  transmissions, 
and  engines  will  eventually  have  to  contain  62.5-percent  North 
American  content  based  on  a  net  cost  formula.   This  content 
requirement  is  significantly  higher  than  CFTA's  50-percent  local 
content  requirement.   Other  parts  and  vehicles  will  have  to  meet  a 
60-percent  rule  on  North  American  content.   Under  NAFTA,  the 


'CFTA  uses  the  term  tariff  rate  quota  (TRQ)  rather  than  TPL. 
According  to  a  U.S.  negotiator,  NAFTA  uses  the  term  TPL  instead 
of  TRQ  because  the  latter  (1)  misled  people  into  thinking  CFTA 
limited  the  importation  of  textile  and  apparel  goods  to  a  certain 
threshold  and  (2)  was  used  for  other  sectors  covered  by  NAFTA. 
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minimum  North  American  content  rule  will  start  out  at  50  percent, 
and  the  higher  levels  will  be  phased  in  over  a  period  of  8  years. 

In  determining  the  origin  of  automotive  goods,  only  that  portion  of 
their  value  originating  in  NAFTA  countries  will  count  towards 
meeting  the  North  American  content  rule.   For  this  reason,  the 
value  of  automotive  parts  and  components  from  outside  the  NAFTA 
region  will  be  traced  through  the  production  chain.    The  value  of 
non-NAFTA  materials  included  in  NAFTA-qualifying  parts  and 
components  will  be  excluded  from  the  allotment  of  costs  counted 
towards  meeting  the  NAFTA  content-value  requirement.   The  domestic 
content  calculation  method  under  NAFTA  rules  will  help  prevent 
countries  from  being  host  to  "pass-through"  operations  using 
insufficient  North  American  content  and  benefiting  from  NAFTA 
preferential  tariff  treatment. 

The  automotive  content  provision  also  solves  a  problem  with  CFTA, 
known  as  "roll-up."  CFTA  has  been  criticized  for  being  too  vague 
and  allowing  for  misinterpretation  and  inconsistencies  in 
calculations  of  content.   The  most  publicized  case  involved  Honda's 
Ontario  plant,  which  claimed  to  have  75  percent  U.S.  or  Canadian 


^°NAFTA  requires  use  of  a  net  cost  method  to  calculate  regional 
value-content.   Net  cost  is  defined  as  total  cost  of  the  good 
less  costs  of  royalties,  sales  promotion,  and  packing  and 
shipping.   There  also  are  limits  on  allowable  interest  costs. 

"Pass-through"  operations  involve  a  foreign  country's  use  of 
one  country  in  a  trade  bloc  as  a  means  of  gaining  preferential 
trade  treatment  from  other  countries  in  the  bloc. 
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content.   Honda  and  the  Customs  Service  differed  in  their 
interpretation  of  the  methodoiogy  used  in  calculating  content.   The 
Customs  Service  ruled  in  1992  that  Honda  Civics  assembled  in 
Ontario  from  January  1,  1989  to  March  30,  1990,  did  not  contain  50 
percent  U.S.  or  Canadian  content,  and  thus  were  subject  to  duties 
and  penalties. 

NAFTA 'S  SAFEGUARD  PROVISIONS  FOR  TEXTILES  AND  APPAREL 

NAFTA  has  special  safeguard  provisions  that  apply  to  imports  of 
textile  and  apparel  products.   Unlike  CFTA,  the  three  NAFTA 
signatories  agreed  to  establish  special  rules  under  which  any  of 
the  three  governments  may  take  action  to  provide  temporary  relief 
against  disruptive  increases,  or  surges,  in  textile  and  apparel 
imports  from  another  NAFTA  country  during  a  10-year  transition 
period.   Specifically,  NAFTA  contains  two  bilateral  safeguard 
measures.   The  first  provision  applies  to  goods  that  satisfy 
NAFTA' s  rule  of  origin  (as  well  as  TPL  trade  between  the  United 
States  and  Canada).   It  allows  the  duty  for  a  particular  product  to 
be  temporarily  increased  to  MFN  rates  if  imports  are  determined  to 
have  caused  or  threaten  to  cause  "serious  damage"  to  the  domestic 
industry.   This  safeguard  action  is  limited  to  3  years,  and  may 
only  be  used  once  for  a  particular  product,  subject  to  specific 
requirements . 
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The  second  safeguard  provision  applies  to  textile  and  apparel  goods 
made  in  North  America  that  do  not  satisfy  NAFTA 's  strict  rules  of 
origin.   If,  after  consultations,  the  parties  do  not  agree  on  a 
level  of  export  restraint,  the  agreement  permits  the  threatened  or 
damaged  party  to  apply  a  quota  against  disruptive  imports  for  up  to 
3i  years  without  any  compensation  being  paid.   The  use  of  this 
quantitative  safeguard  may  not  be  applied  to  U.S.-  Canadian  textile 
and  apparel  trade. 

According  to  a  USTR  official,  NAFTA 's  transitional  safeguard 
provisions  for  textiles  and  apparel  are  distinct  from  the 
agreement's  general  bilateral  safeguard  mechanism  in  three  ways. 
First,  a  NAFTA  government  may  act  to  grant  relief  to  a  domestic 
industry  if  textile  and  apparel  imports  from  another  NAFTA  country 
result  in  "serious  damage,  or  actual  threat  thereof,"  to  domestic 
producers.   This  is  a  lower  threshold  than  the  "substantial  cause 
of  serious  injury,  or  threat  thereof,"  standard  of  the  normal  NAFTA 
safeguard  provision.   Second,  the  safeguard  provisions  for  the 
textiles  and  apparel  sectors  permit  the  use  of  quantitative 
restrictions  (except  for  U.S.-  Canada  trade).   Third,  NAFTA  does 
not  require  compensation  for  the  (re) imposition  of  quotas  on 
textile  and  apparel  trade  between  the  United  States  and  Mexico,  and 
Canada  and  Mexico. 


14 


27 


NAFTA  ENFORCEMENT  ISSUES 

The  U.S.  Customs  Service  (Customs)  is  responsible  for  protecting 
United  States  borders  from  imports  that  do  not  comply  with  hundreds 
of  trade  laws  and  regulations.   Actions  to  reduce  trade  barriers 
present  challenges  to  Customs'  trade  enforcement  activities.   For 
example,  with  NAFTA,  Customs  will  probably  have  to  face  more 
instances  where  importers  falsely  claim  their  goods  are  from  Mexico 
or  Canada  in  order  to  enter  the  goods  duty  free. 

Customs '  Enforcement  of  NAFTA  Rules  of  Origin 

Customs  will  be  responsible  for  enforcing  NAFTA  provisions  intended 
to  ensure  that  only  goods  satisfying  NAFTA 's  rules  of  origin 
receive  preferential  tariff  treatment.   In  support  of  this 
responsibility.  Customs  has  the  authority  to  penalize  violators  of 
country-of -origin  rules. 

Before  NAFTA  enters  into  force,  the  three  countries  are  to  develop 
a  common  certificate  of  origin  to  certify  that  a  good  being 
exported  from  the  territory  of  one  NAFTA  country  to  another  NAFTA 
country  qualifies  as  originating  in  North  America.   The  exporter  or 
producer  will  be  required  to  complete  and  sign  a  certificate  of 
origin  for  any  exportation  of  a  good  for  which  an  importer  may 
claim  preferential  tariff  treatment  under  NAFTA.   An  importer  that 
wants  a  product  to  benefit  from  the  reduced  tariffs  available  under 
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NAFTA  must  make  a  written  declaration  based  on  a  valid  certificate 
of  origin  stating  that  the  good  qualifies  as  an  originating  good. 

Customs  officials  said  that  the  certificate  of  origin,  along  with  a 
requirement  that  exporters  or  producers  provide  records  of  their 
invoices,  should  help  Customs  identify  whether  a  product  qualifies 
for  preferential  tariff  treatment  under  NAFTA. 

Exporters  or  producers  that  sign  a  certificate  of  origin  must 
maintain  records  supporting  the  certificate  of  origin  for  at  least 
5  years  from  the  date  he  or  she  signed  the  certificate.   An 
importer  must  keep  supporting  records  for  at  least  5  years  from  the 
date  he  imported  a  good  under  preferential  tariff  treatment. 

Customs  officials  say  that  Customs  will  be  able  to  audit  selected 
producers'  and  importers'  records  to  verify  that  their  products 
meet  NAFTA's  requirements  for  preferential  tariff  treatment.   The 
threat  of  a  potential  Customs  audit  can  be  an  effective  source  of 
enforcement,  these  officials  say. 

NAFTA  provides  detailed  procedures  for  a  country's  customs  service 
to  conduct  an  Investigation  in  a  partner  country  to  verify  the 
origin  of  textile  and  apparel  goods.   Verification  can  be 
undertaken  through  (1)  written  questionnaires  addressed  to  an 
exporter  or  producer,  (2)  visits  to  the  premises  of  an  exporter  or 
producer  to  review  records  and  observe  facilities,  and  (3)  any 
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other  procedures  agreeable  to  the  countries  involved.   Customs 
officers  are  to  verify  that  such  goods  actually  are  produced  in  the 
foreign  country  which  a  producer  or  exporter  claims,  and  not 
imported  from  a  third  country. 

NAFTA  directs  each  country  to  maintain  measures  imposing  criminal, 
civil,  or  administrative  penalties  for  violations  of  its  laws  and 
regulations  relating  to  NAFTA 's  customs  procedures.   In  the  United 
States,  Customs  assesses  civil  monetary  penalties  for  violations 
such  as  misclassif ication,  knowingly  falsifying  the  country  of 
origin,  and  other  fraudulent  acts.   Customs  may  take  seizure 
actions  when  merchandise  is  illegal  or  not  admissible,  and  Customs 
may  also  seize  merchandise  which  has  been  repeatedly  misclassif led. 

Measures  to  Prevent  Transshipment 

Transshipment  refers  to  the  act  of  sending  an  exported  product 
through  an  intermediate  country  before  routing  it  to  the  country 
intended  to  be  its  final  destination.   Transshipment  can  be  an 
enforcement  problem  for  Customs  if,  during  the  shipping  process, 
the  product's  country  of  origin  marking  is  illegally  changed  to  (1) 
circumvent  U.S.  quota  restrictions  or  antidumping  and 
countervailing  duty  orders  and/or  (2)  take  advantage  of  lower  U.S. 
duty  rates  on  products  from  the  intermediate  country. 
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NAFTA  will  allow  customs  officers  access  to  textile  and  apparel 
manufacturing  plants  in  the  three  countries.   This  provision  was 
included  to  help  protect  against  transshipment  of  non-NAFTA 
textiles  and  apparel  into  the  United  States.   For  example,  the 
United  States  can  use  special  enforcement  efforts,  such  as  jump 
teams,  directed  against  quota  fraud  or  violations  of  the  rules  of 
origin.   U.S.  jump  teams  are  Customs  officers  that  conduct 
announced  visits  to  foreign  countries  and  examine  the  production 
capabilities  and  production  records  of  suspect  textile/apparel 
factories.   The  jump  teams  work  in  cooperation  with  the  foreign 
customs  service.   According  to  Customs  officials,  NAFTA  jump  teams' 
investigations  of  transshipment  are  intended  to  proceed  more 
rapidly,  and  with  shorter  advance  notice,  than  Customs'  traditional 
method  of  conducting  audits  to  verify  the  origin  of  a  product. 

According  to  Customs  officials,  other  measures  planned  to  prevent 
transshipment  include  the  following: 

Customs  Is  to  continue  current  efforts  to  detect 
transshipment  of  sensitive  products,  particularly 
textile  and  apparel  products,  by  analyzing  trade  data   j 
and  trends.   In  addition,  the  Commerce  Department      ; 

monitors  textile  and  apparel  trade  to  identify        | 

'1 
transshipment.  I 
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Customs  is  to  coordinate  enforcement  with  Mexican  and 
Canadian  customs  services.   Preventing  transshipment 
requires  the  cooperation  of  customs  services  in  all 
three  countries;  closer  coordination  with  Mexico's 
customs  agency  has  been  initiated. 

Customs  is  placing  an  emphasis  on  allocating  funding 
and  resources  to  the  southern  U.S.  border.   For 
example.  Customs  recently  placed  additional  staff, 
including  30  import  specialists,  along  the  southern 
border. 

Customs  Trade  Enforcement  Activities  Have  Been  Impaired  by 
Management  Problems 

We  have  been  concerned  about  Customs '  readiness  to  manage 
enforcement  activities  required  for  NAFTA.   In  1992,  we  reported 
that  Customs  was  not  focusing  sufficient  attention  on  ensuring  that 
the  nation's  trade  laws  are  effectively  and  efficiently  enforced. 
Consequently,  it  could  not  adequately  ensure  that  it  was  meeting 
its  responsibilities  to  combat  unfair  foreign  trade  practices  or 
protect  the  public  from  unsafe  goods.   Specifically,  we  found  that 
Customs  (1)  was  not  effectively  preventing  the  entry  of  cargo  that 
violates  trade  laws  and  (2)  lacked  the  information  needed  to  assess 


Customs  Service:  Trade  Enforcement  Activities  Impaired  by 
Management  Problems  (GAO/GGD-92-123,  Sept.  24,  1992). 
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its  effectiveness  in  investigating  and  penalizing  violators  of 
trade  laws.   Through  analysis  of  Customs  data,  we  determined  that 
Customs  did  not  detect  about  84  percent  of  the  estimated  trade  law 
violations  in  imported  cargo  in  fiscal  year  1991.   Moreover, 
Customs  had  experienced  declines  in  the  percentage  of  estimated 
cargo  violations  detected  since  calendar  year  1988.   A  Customs  task 
force  reviewing  our  findings  has  concluded  that  Customs  presently 
does  not  have  a  basis  for  establishing  the  level  of  compliance  with 
U.S.  trade  laws. 

Customs  has  initiated  several  efforts  to  develop  a  trade 
enforcement  strategy  and  make  extensive  revisions  to  its  automated 
systems  for  selecting  imports  for  examination.   Its  trade 
enforcement  objective  is  to  ensure  a  high  level  of  voluntary 
compliance  by  the  trade  community.   Customs  officials  told  us  that 
it  now  has  a  general  trade  enforcement  strategy  in  place  for  1993 
and  that,  through  its  selectivity  redesign  effort,  it  will  be  in  a 
position  to  establish  importer  compliance  with  the  trade  laws. 

Customs  officials  told  us  that  they  do  not  anticipate  any  unusual 
or  new  enforcement  problems  as  a  result  of  NAFTA.   Trade  agreements 
are  the  first  priority  in  the  Customs  trade  enforcement  strategy, 
and  when  NAFTA  is  Implemented  this  strategy  will  be  applied  to  the 
enforcement  of  NAFTA,  according  to  Customs. 
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Industry  Representatives'  Views 

A  committee  of  U.S.  industry  representatives  who  advised  the 
government  on  NAFTA  customs  matters  supported  implementation  of 
NAFTA  and  stated  that  the  agreement's  provisions  to  administer 
rules  of  origin  significantly  protect  North  American  producers.   In 
addition,  they  say  that  the  Customs  services  of  the  three  countries 
will  be  able  to  enforce  all  of  NAFTA 's  provisions  within  the  bounds 
of  due  process  of  law. 

The  committee  did,  however,  make  several  recommendations  to  improve 
Customs  administration  and  enforcement  of  NAFTA  provisions: 

NAFTA 's  working  groups  on  customs  matters  should  work 
expeditiously  to  harmonize  automation  procedures  to 
allow  the  electronic  filing  of  certificates  of  origin. 

Customs  should  increase  the  level  of  technical 
assistance  to  Mexican  Customs  authorities  to  train 
their  officials  administering  the  new  customs 
provisions. 

NAFTA  implementing  regulations  should  provide  for 
Customs  to  preapprove  the  process  a  company  uses  to 
certify  rules  of  origin.   The  agreement  does  not 
specifically  provide  for  preapproval. 
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Congress  should  make  additional  funding  available  to 
Customs  to  meet  the  new  responsibilities  and 
challenges  that  will  arise  from  the  conclusion  of  the 
agreement. 

A  committee  of  representatives  from  the  U.S.  textile  industry 
stated  that  NAFTA  meets  their  recommendation  that  the  Customs 
Service  be  provided  with  necessary  authority  to  enforce  the 
agreement  so  that  U.S.  laws  and  regulations  would  apply  to 
violators.   However,  they  recommended  that  the  implementing 
legislation  show  clear  Congressional  intent  to  provide  adequate 
funding  for  customs  enforcement,  and  that  the  Administration 
include  in  its  budget  requests  the  necessary  funding  for  effective 
NAFTA  customs  enforcement. 


Mr.  Chairman  and  Members  of  the  Subcommittee,  this  concludes  my 
prepared  statement.   I  will  be  pleased  to  respond  to  any  questions 
you  may  have. 

(280056) 
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Mr.  Spratt.  Dr.  Mendelowitz,  the  General  Accounting  Office  in 
the  past  has  looked  at  our  trade  agreements  and  looked  at  their 
enforcement,  particularly  at  the  ports  and  borders  of  this  country, 
and  tried  to  assess  whether  or  not  the  enforcement  agencies,  prin- 
cipally the  Customs  Service,  were  adequate  to  the  task;  whether  or 
not  they  had  adequate  personnel;  and  whether  they  had  the  ade- 
quate assignment  or  other  priorities  that  overrode  the  painstaking 
requirements  of  policing  these  very  intricate  trade  agreements,  par- 
ticularly true  with  respect  to  textile  quotas  and  will  be  true  with 
respect  to  the  rules  of  origin. 

Based  on  what  you've  found  in  the  past,  does  it  give  you  any  con- 
fidence to  believe  that  if  we  carry  forward  with  the  same  sort  of 
vigilance,  the  same  level  of  tasking  and  personnel,  that  this  agree- 
ment can  be  adequately  policed,  enforced,  and  carried  out? 

Mr.  Mendelowitz.  Mr.  Chairman,  I  really  believe  it's  a  question 
of  what  a  priority  is.  If  a  priority  is  a  verbal  priority  and  it  rep- 
resents a  sort  of  symbolic  commitment  to  the  job,  it  won't  be  suffi- 
cient. If  a  priority  means  that  the  Customs  Service  is  really  going 
to  devote  its  management  efforts  at  the  very  senior  level  and  allo- 
cate its  resources  to  the  enforcement  of  the  provisions  of  the 
NAFTA,  I  think  that  it  can  be  done.  But  I  can't  stress  enough  the 
importance  of  the  enforcement. 

We  devote  a  lot  of  effort  to  negotiating  trade  agjreements.  We've 
looked  at,  for  example,  what  we  gave  up  and  what  we  got  out  of 
the  Tokyo  Round  codes,  which  was  the  last  round  of  GATT  negotia- 
tions. And  what  we  found  was  a  little  disturbing.  On  one  hand, 
while  we  didn't  g^ve  up  very  much,  it  turned  out,  in  the  codes  that 
we  looked  at,  we  didn't  get  very  much  out  of  them  either.  And  so 
we  view  that  in  order  to  really  benefit  from  these  types  of  agree- 
ments we  need  a  good  agreement  and  we  need  good  enforcement. 

Customs  has  the  laws.  It  has  procedures  that  it  can  follow.  It's 
a  question  of  whether  it  devotes  its  resources  and  management  di- 
rection to  achieving  those  objectives. 

Mr.  Spratt.  In  the  past,  one  of  Customs'  designated  priorities 
has  been  drug  enforcement,  particularly  at  the  borders  and  particu- 
larly at  the  southwestern  border;  is  that  correct? 

Mr.  Mendelowitz.  That's  correct. 

Mr.  Spratt.  Would  you  say  that  today  that  is  a  g^reater  and  more 
pressing  priority  than  the  mimdane  responsibility  of  enforcing  tex- 
tile and  apparel  quotas  or  automotive  quotas? 

Mr.  Mendelowitz.  I  don't  know  that  I  can  respond  honestly  at 
that  level  of  specificity.  I  think  clearly  the  effort  to  interdict  the 
drug  flow  has  been  such  an  important  priority  that  it  is  inevitable 
that  other  objectives  probably  have  suffered  somewhat.  But  within 
the  area  of  enforcing  the  drug  laws,  there  are  other  agencies  that 
are  involved  so  that  there  are  other  resources  that  can  be  called 
upon  to  help  deal  with  the  drug  problem,  including  the  Drug  En- 
forcement Administration. 

Mr.  Spratt.  Have  you  made  a  study,  in  the  past  or  recently,  of 
the  level  of  personnel  in  Customs  and  correlated  the  level  of  man- 
ning and  of  personnel  resources  with  the  volume  of  trade?  Has 
there  been  any  corresponding  increase  in  the  number  of  personnel 
with  respect  to  the  rise  in  the  trade  deficit? 
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Mr,  Mendelowitz.  We  took  a  look  at  the  abilitv  of  the  entire 
border  infrastructure  between  the  United  States  ana  Mexico  to  sus- 
tain trade  growth  anticipated  under  the  NAFTA,  and  our  judgment 
was  that  a  considerable  beefing  up  of  capacity  on  that  border  was 
going  to  be  needed — roads,  bri(^es,  inspection  stations  for  Customs 
agencies,  and  manning  of  the  border  on  both  sides  of  the  border  by 
personnel. 

I  think  one  of  the  conclusions  we  reached  was  that  if  trucks  have 
to  stand  in  line  a  couple  days  to  get  across  the  border,  a  free  trade 
agreement  doesn't  convey  much  of  an  advantage  or  a  benefit. 

Mr.  Spratt.  Well,  you  run  into  the  same  problem  at  all  of  our 
ports.  As  a  consequence,  only  a  small,  small  fraction  of  the  contain- 
ers coming  in  this  country  today  are  actually  opened  and  inspected 
to  see  if  uie  contents  compare  with  the  manifest  of  the  Customs, 
bills  of  lading,  things  of  that  nature. 

We  went  up  to  the  New  York-New  Jersey  port,  this  subcommittee 
some  years  ago.  We  visited  the  Customs  office  in  New  York  and 
they  took  us  down  to  Newark  Terminal  and  we  watched  the  proc- 
ess. It's  an  onerous  process,  and  the  purpose  of  the  Grovernment 
and  of  the  terminal  owners  is  to  process  as  much  as  they  possiblv 
can  through  their  terminals  every  day.  Otherwise,  people  dont 
want  to  do  business  with  them.  And  obviously  the  retailers  and  the 
importers  put  a  lot  of  pressure  on  Customs  and  on  the  U.S.  Grov- 
ernment. 

As  a  consequence,  the  estimate  then  was  that  fewer  than  2  per- 
cent of  the  containers  coming  into  that  terminal,  that  port  at  New- 
ark, were  actually  being  cracked  open,  probably  less  than  2  per- 
cent. At  the  same  time.  Customs  had  iust  completed  something 
called  Operation  Tripwire  where  we  had  concentrated  for  a  short 
period  of  time  a  great  deal  of  resources  on  textile  and  apparel 
quota  enforcement. 

We  sat  down  with  the  working-level  Customs  personnel,  all  sorts 
of  people,  some  were  armed,  some  had  uniforms  on,  some  wore 
plain  clothes.  There  must  have  been  15  in  the  room.  And  when  we 
asked  them  how  bad  is  the  problem,  they  responded  in  unison,  the 
problem  they  said  is  rampant.  Now  this  is  some  time  ago  but  I 
have  no  reason  to  believe  that  it  has  really  changed,  based  on  the 
tasking  levels  in  Customs. 

Do  you  have  any  reason  to  believe  that  the  vigilance  with  which 
we  are  today  policing  the  MFA  and  the  quota  provisions  has  been 
stepped  up? 

Mr.  Mendelowitz.  The  Customs  Service  relies  on  voluntarv  com- 
pliance with  respect  to  most  imports  to  ensure  that  imported  prod- 
ucts are  complying  with  U.S.  law  and  regulations.  It's  a  situation 
quite  similar  I  think  to  the  filing  of  income  tax  returns  on  the  part 
of  U.S.  citizens. 

Basically,  the  broad  base  of  compliance  is  based  on  voluntary 
compliance  on  the  part  of  honest  citizens  that  want  to  do  the  right 
thing.  And  enforcement  consists  of  marginal  efforts  devoted  to  in- 
spection and  audit  to  make  sure  that  those  who  are  wavering  have 
an  incentive  to  do  the  right  thing  rather  than  do  the  wrong  thing. 

Now,  there's  no  way  that  the  Customs  Service  is  ever  going  to 
inspect  everything  that's  coming  in.  So  the  question  is:  What  is  the 
most  effective  way  to  use  the  limited  number  of  inspections  and  ac- 
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tual  cracking  open  of  containers  that's  going  to  take  place?  Cus- 
toms Service  currently  has  three  different  systems  to  determine 
what  gets  inspected  and  what  doesn't  get  inspected. 

One  system  is  a  random  system.  Basically,  they  take  a  random 
sample  of  containers  coming  in,  crack  them  open,  and  inspect  them. 
The  rationale  behind  using  a  random  system  of  inspection  consists 
of  two  points.  One,  it  helps  give  every  importer  the  knowledge  that 
they  run  the  risk  of  having  their  imports  inspected.  Second,  it 
forms  a  statistical  base  to  get  a  sense  for  how  high  the  compliance 
rates  are  with  respect  to  U.S.  laws  and  regulations. 

The  second  level  of  inspections  are  inspections  triggered  by  pro- 
files of  what  the  Customs  Service  has  determined  to  be  possible 
violators  of  U.S.  laws  and  regulations. 

And  the  third  type  of  inspection  is  triggered  by  behavior  on  the 
spot  at  the  border,  on  the  part  of  some  person  that  triggers  the 
Customs  Service's  careful  inspection  of  what  is  coming  in.  This  is 
particularly  true  with  respect  to  a  land  border  like  with  Mexico. 

If  you  look  at  the  hit  rate  in  terms  of  what  they  find,  the  lowest 
hit  rate  in  terms  of  finding  violations  obviously  results  fi'om  the 
random  inspections.  A  higher  hit  rate  is  achieved  with  respect  to 
the  profiles.  And  I  believe  an  even  higher  hit  rate  is  realizea  when 
inspections  are  triggered  in  response  to  behavior  that  a  Customs 
inspector  thinks  looks  suspicious. 

The  issue  is  not  how  to  inspect  100  percent  of  things  coming  in. 
The  issue  is  how  do  we  come  up  with  a  strategy  that  allows  us  to 
use  our  limited  capability  to  inspect  incoming  products,  make  sure 
that  one,  we  find  as  many  of  the  problems  as  possible,  and,  two, 
that  we  don't  overly  disrupt  the  trade  flows  that  obviously  are  dis- 
rupted whenever  you  do  an  inspection. 

And  I  think  that  really  goes  to  the  heart  of  the  management  of 
the  Customs  Service,  and  that  appropriately  is  why  Customs 
should  be  able  to  respond  to  the  question  of  what  it  is  ooing  to  im- 
prove its  management  and  to  improve  the  enforcement  of  trade 
laws  through  its  inspection  practices. 

Mr.  Spratt.  Well,  I  understand  that  conceptually,  but  in  practice 
isn't  it  true  that  Customs  is  using  about  the  same  number  of  in- 
spectors today  as  they  had  employed  at  this  task  in  1970  when  we 
had  virtually  no  trade  deficit? 

Mr.  Mendelowitz.  I  think  it's  not  just  the  issue  of  the  trade  def- 
icit, which  is  certainly  an  important  issue,  but  it's  the  issue  of  the 
overall  level  of  trade.  Trade  has  exploded. 

Mr.  Spratt.  But  mostly  the  trade  deficit  is  a  measure  of  in- 
creased import  volume,  and  mostly  what  they're  policing  is  incom- 
ing imports  and  not  outgoing  exports  except  for  their  increased  re- 
sponsibility for  high-tecn  exports  surveillance,  perhaps.  So  you 
would  agree  that  there's  a  much  bigger,  far  bigger  task,  an  order 
of  magnitude  bigger  task  before  them  today  than  it  was  20  years 
ago?  Do  they  have  more  inspectors,  more  people  who  can  make 
these  spot  checks  on  the  border  and  the  ports? 

Mr.  Mendelowitz.  My  understanding  is  that  the  ratio  of  the 
number  of  inspectors  to  a  billion  dollars  of  imports  coming  in  has 
dropped  significantly.  So  that,  in  effect,  if  you  try  to  measure  the 
level  of  inspector  capability  relative  to  the  imports  coming  it,  it's 
less  than  it  was.  No  question  about  that. 
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Mr.  Spratt.  And  backing  up  each  inspector  is  an  import  special- 
ist who  understands  certain  product  lines.  He  or  she  analyzes  a  bill 
of  lading  or  Customs  declaration  and  decides  whether  or  not  goods 
coming  in  from  a  certain  source  look  suspicious  because  he  or  she 
knows  that  that  particular  source  is  not  typically  producing  these 
type  of  goods.  So  you  have  to  have  people  who  are  very  skilled  in 
understanding  the  various  makeups  of  different  textile  and  apparel 
products  or  different  automotive  products  to  discern  whether  or  not 
they  have  the  requisite  domestic  content. 

As  I  understand  it,  the  number  of  imports  specialists  is  1,250, 
the  same  as  it  was  in  1970.  Is  that  your  information  also? 

Mr.  Mendelowitz.  I  have  no  information  to  the  contrary. 

Mr.  Spratt.  Have  you  done  anything  to  determine  whether  or 
not  we  have  a  good  handle  on  transshipment  specifically  with  re- 
spect to  textiles? 

Probably  the  most  egregious  example  of  evading  the  trans- 
shipment requirements  today  occurs  with  the  Peoples  Republic  of 
China.  No  one  knows  exactly  what  the  volume  is,  but  it  is  widely 
estimated  that  the  Chinese  export  perhaps  as  much  as  $8  billion 
in  textile  and  apparel  products  to  this  country,  legally,  imder  quota 
agreements,  and  another  50  percent  of  that,  maybe  as  much  as  $4 
billion,  by  way  of  transshipment.  Given  that  kind  of  a  situation,  do 
you  think  we  have  an  adequate  handle,  conceptually  and  prac- 
tically, on  policing  and  enforcing  transshipment  rules? 

Mr.  Mendelowitz.  No,  I  think  that  the  issue  of  transshipment 
with  respect  to  textile  and  apparel  is 

Mr.  Spratt.  It  applies  across  the  board,  but  I  mean  it  happens 
to  be  a  matter  of  concern  due  to  the  MFA  for  textiles  and  apparel 
but  it  also  becomes  a  matter  of  concern  for  domestic  content  re- 
quirements under  automotive  exports  in  NAFTA. 

Mr.  Mendelowitz.  The  issue  of  when  transshipments  become 
important,  of  course,  is  an  issue  that  arises  when  you  have  some 
kind  of  restrictions  with  respect  to  trade  or  some  kind  of  benefits 
that  are  selective.  In  the  case  of  the  MFA,  the  existence  of  the  quo- 
tas creates  the  profit  incentive  for  trying  to  evade  the  quota  restric- 
tions. And  quite  honestly,  I  think  anybody  who  has  looked  at  this 
issue  knows  that  transshipment  and  other  efforts  to  evade  the  quo- 
tas have  been  a  major  problem. 

With  respect  to  the  NAFTA,  the  transshipment  issue  becomes  an 
important  issue  simply  because  it  is  the  opportunity  for  the  coun- 
tries outside  of  the  NAFTA  to  possibly  benefit  from  the  concessions 
provided  under  the  NAFTA.  And  I  think  that  in,  for  example,  tex- 
tiles and  apparel  it's  going  to  require  a  very  vigorous  enforcement 
effort  and  that  vigorous  enforcement  effort  has  to  consist  of  mul- 
tiple levels. 

For  example,  one  of  the  things  that  the  Customs  Service  and  the 
Commerce  Department  are  going  to  have  to  stay  very  carefully  on 
top  of  is  actual  real  time  data  on  trade  flows.  You  can't  tell  the  ac- 
tual source  of  something  coming  in  over  the  border;  if  you  open  a 
box  and  you  look  at  it  you  can't  tell  where  the  fabric  comes  from; 
you  can't  tell  where  it's  made,  and  if  it  has  the  appropriate  mark- 
ing on  it,  you  can't  tell  if  it's  been  altered. 

But  if  you  have  good  data  on  what  the  productive  base  in  Mexico 
is,  how  many  people  are  employed  in  the  industry,  what  they're 
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producing,  and  you  get  good  real  time  data  on  imports  that  are 
coming  into  the  United  States,  you  suddenly  can  have  a  red  flag 
coming  up  that  tells  you,  "Hey,  there  are  too  many  sweaters  com- 
ing in  because  there  aren't  enough  Mexican  plants  and  there  aren't 
enough  Mexican  workers  to  make  sweaters  to  support  the  level  of 
imports  coming  in."  So  you  need  to  track  the  trade  data  very  care- 
fully. 

I  think  one  of  the  other  things  that  you  have  to  do  is,  the  U.S. 
Customs  Service  has  to  build  on  its  relationship  with  the  Mexican 
Customs  Service  to  strengthen  a  very  good,  cooperative  relation- 
ship. 

Third,  there  are  incentives  built  into  the  NAFTA  agreement  it- 
self which  basically  make  it  in  Mexico's  interest  to  help  enforce  the 
restrictions  on  textiles  and  apparel.  During  the  phasein  period  you 
don't  have  unlimited  free  trade  between  the  United  States  and 
Mexico  in  textiles  and  apparel.  You  have  this  10-year  phasein  pe- 
riod. 

If  the  volumes  permitted  during  the  phasein  period  to  come  in 
from  Mexico — exports  of  textiles  from  Mexico  to  the  United 
States — are  used  up  by  transshipped  products  from  the  Far  East, 
Mexico  loses  the  opportunity  to  benefit  from  the  jobs  and  the  reve- 
nue associated  with  producing  those  products  and  exporting  to  the 
United  States. 

So  I  think  you  need  this  multilevel  effort  and  you  really  have  to 
devote  effort  to  it  because  the  existence  of  the  MFA  means  that  the 
incentives  to  try  to  transship  and  evade  the  quotas  are  very  hi^. 

Mr.  Spratt.  Dr.  Mendelowitz,  thank  you.  Mr.  Cox  has  some 
questions,  and  so  does  Mr.  Zeliff.  Mr.  Cox. 

Mr.  Cox.  Thank  you  very  much,  Dr.  Mendelowitz.  On  page  14  of 
your  testimoiw  you  mention  that,  "A  NAFTA  government  may  act 
to  grant  relief^ to  a  domestic  industry  if  textile  and  apparel  imports 
from  another  NAFTA  country  result  in  'serious  damage  or  actual 
threat  thereof*  Who  determines  whether  the  standard  of  serious 
damage  has  been  met? 

Mr.  Mendelowitz.  It's  the  International  Trade  Commission.  It's 
an  injury  determination.  Under  current  U.S.  law  with  respect  to 
countervailing  duties,  antidumping,  escape  clause  201  provisions, 
the  International  Trade  Commission  is  relied  upon  to  establish  the 
injury  test  required  bv  that  legislation.  And  the  International 
Trade  Commission  will  nave  that  same  responsibility  to  implement 
the  assessment  of  the  injury  provisions  in  the  NAFTA. 

Mr.  Cox.  In  your  view,  under  the  provisions  of  NAFTA  is  there 
ready  access  to  ITC  proceedings  that  provide  an  effective  means  of 
enforcing  what  is  meant  to  be  a  free  trade  agreement  against  the 
arbitrary  actions  of  one  of  the  three  governments  by  simply  raising 
their  tariff  after  signing  the  agreement? 

Mr.  Mendelowitz.  I  don't  think  that  anyone  has  ever  accused 
the  International  Trade  Commission  of  being  arbitrary. 

Mr.  Cox.  I  know  that  they  wouldn't  be  called  that,  but  is  NAFTA 
written  in  such  a  manner  that  one  can  get  a  hearing  before  the  ITC 
and  have  the  problem  solved  in  a  timely  fashion? 

Mr.  Mendelowitz.  My  understanding  is,  yes. 

Mr.  Cox.  Now  the  standard,  according  to  your  testimony,  is  lower 
than  the  normal  NAFTA  safeguard  provision.  How  much  lower? 
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I've  read,  of  course,  the  different  reasons  and,  practically  speaking, 
what  are  we  talking  about? 

Mr.  Mendelowitz,  I  have  to  be  quite  honest,  I'm  an  economist 
by  training  and  when  someone  talks  about  a  level  or  measure  or 
something  I  think  immediately  in  terms  of  quantitative  measures — 
how  many  dollars,  what  percent. 

Injury  tests  in  U.S.  trade  law  are  described  with  words  that  don't 
readily  translate  into  simple  numbers.  But  the  key  to  the  difference 
between  the  higher  and  the  lower  injury  test  in  this  case,  I  believe, 
is  that  the  higher  injury  test  requires  a  quantification  of  injury. 
You  have  to  be  able  to  go  in  and  demonstrate  how  much  of  a  loss 
you've  suffered. 

The  lower  injury  test  just  requires  you  to  go  in  and  demonstrate 
that  the  variables  that  produce  injury  are  going  in  the  wrong  direc- 
tion, that  they're  leading  to  injury. 

Mr.  Cox.  You  also  point  out  that  NAFTA  does  not,  as  is  normally 
the  case,  require  compensation.  What  would  be  the  result  in  the 
ITC  proceeding  if  it  were  determined  that  there  were  not  serious 
damage  threat  if  compensation  were  required? 

Mr.  Mendelowitz.  I  think  that  the  imposition  of  safeguard 
measures  requires  the  demonstration  of  injury.  And  this  is,  I  be- 
lieve, true  with  respect  to  NAFTA  as  well  as,  for  example,  the  201 
provisions  of  the  U.S.  trade  law 

Mr.  Cox.  Although  the  terms  of  the  treaty  apparently  say  "seri- 
ous damage  or  actual  threat  thereof,"  so  we're  now  into  saying 
what  might  happen  in  the  future. 

Mr.  Mendelowitz.  The  ITC  would  make  the  determination  as  to 
a  threat  of  injury  as  well  as  the  assessment  of  what  the  injury  is. 
If  the  ITC  makes  no  positive  determination  on  injury  or  threat  of 
injury,  then  there  is  no  safeguard  action.  If  you  can't  demonstrate 
injury,  you  can't  get  relief  from  the  imports — ^if  you  can't  dem- 
onstrate the  injury  or  the  threat  of  injury. 

Mr.  Cox.  You  mentioned  that  NAFTA,  unlike  the  Canadian  Free 
Trade  Agreement,  generally  allows  any  textile  or  apparel  good  to 
be  considered  North  American  if  NAFTA  materials  constitute  no 
more  than  7  percent  of  the  weight  of  the  component.  I  take  it 
NAFTA  supersedes  the  CFTA  in  this  regard? 

Mr.  Mendelowitz.  That's  correct. 

Mr.  Cox.  And  generally  speaking,  it  is  the  case  that  NAFTA  su- 
persedes the  Canadian  Free  Trade  Agreement? 

Ms.  Ratzenberger.  No,  there  are  selected  provisions  that  do  and 
it's  usually  stated  in  the  agpreement.  There  are  some  situations 
where  the  CFTA  rules  and  there  are  other  situations  where  the 
NAFTA  provisions  rule. 

Mr.  Mendelowitz.  I'll  give  you  one  example.  The  schedule  for  re- 
ducing tariffs  between  the  United  States  and  Canada  is  governed 
by  the  Canadian-United  States  Free  Trade  Agreement  and  has  not 
been  changed  by  the  provisions  of  NAFTA. 

Mr.  Cox.  Now,  I'd  like  to  ask  vou  a  question  that  is  purely  quan- 
titative. Why  does  Mexico's  local  content  requirement  of  36  percent 
for  cars  and  40  percent  for  trucks  decrease  only  to  29  percent? 

Mr.  Mendelowitz.  I  would  have  to  check  the  details.  I  was 
under  the  impression  from  the  material  I  had  read  that  once  the 
phasein  of  the  NAFTA  provisions  is  completed  all  Mexican  require- 
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ments  with  respect  to  local  content  and  restrictions  with  respect  to 
foreign  investment  in  the  automotive  sector  that  are  associated 
with  the  Mexican  automotive  decree  will  be  phased  out.  One  of  the 
benefits  that 

Mr.  Cox.  This  was  my  understanding  as  well.  And  so  I'm  particu- 
larly interested  in  the  answer  to  this  question. 

Mr.  Mendelowitz.  We  would  have  to  go  back  and  check  the  doc- 
umentation or  possibly  USTR  could  answer  the  question.  But  my 
understanding  is,  in  fact,  that  all  are  phased  out.  But  because  you 
raise  the  question  you  must  have  some  information  I  don't  have  ac- 
cess to. 

Mr.  Cox.  Our  source  for  this  is  the  Chamber  of  Commerce,  and 
it  is  29  percent  by  the  vear  2003. 

Mr.  Mendelowitz.  Again,  we  can  check  the  details  of  the  agree- 
ment but  our  understanding  is  that  for  built-up  light  trucks  and 
automobiles  the  onlv  requirement  is  the  62.5  percent  North  Amer- 
ican content,  and  that  applies  with  respect  to  light  trucks,  auto- 
mobiles, engines,  and  transmissions.  With  respect  to  other  auto- 
motive parts,  our  understanding  is  that  the  North  American  con- 
tent requirement  is  60  percent.  And  I  think  with  respect  to  heavy 
trucks  and  buses  it's  a  somewhat  lower  percentage. 

But  I  don't  think  that  any  specific  Mexican  content  requirements 
are  permitted  after  the  end  of  the  phasein  period. 

Mr.  Cox.  I  hope  we  can  follow  up  with  that  and  get  that  down. 

Mr.  Mendelowitz.  Sure. 

Mr.  Cox.  Finally,  I'd  like  to  ask  your  help  in  answering  a  ques- 
tion that  is  often  put  to  me  by  my  constituents.  Don't  the  NAFTA 
textile  and  apparel  provisions  basically  shut  out  products  made  in 
Asia  or  Europe  entering  the  North  Ajnerican  market?  Won't  this 
have  an  adverse  impact  on  retailers  who  might  specialize  in  let's 
say  Irish  or  New  Zealand  wool  sweaters? 

Mr.  Mendelowitz.  There  are,  I  think,  several  issues  here.  Any 
time  you  create  a  trade  agreement  like  the  NAFTA  which  confers 
special  benefits  on  the  sig^iatories  to  the  agreement  you  will  inevi- 
tably generate  what's  called  trade  diversion.  That  is,  some  products 
that  formerly  were  being  supplied  to  the  sigfnatory  countries  from 
outside  of  the  trade  area  will  be  shifted  to  suppliers  inside  the 
trade  area.  That's  just  what  one  would  expect  to  find  from  pref- 
erential treatment. 

With  respect  to  textiles  and  apparel,  the  provisions  are  extremely 
complex  on  a  product-by-product  basis.  And  whether  a  particular 
supplier  overseas  is  going  to  be  specifically  disadvantaged  depends 
upon  the  product-specific  provisions  in  the  NAFTA  witn  respect  to 
that  product. 

The  textile  and  apparel  rules  of  origin  are  extremely  complex. 
There  is  a  fundamental  "fiber  forward"  rule  and  then  there  are  ex- 
ceptions to  the  fundamental  "fiber  forward"  rule.  I'm  sorry,  the  fun- 
damental rule  is  "yarn  forward,"  and  then  the  exceptions  involve 
**fiber  forward"  for  certain  sensitive  products. 

Then  there  is  a  de  minimis  rule,  and  then  there's  a  certain  provi- 
sion for  privileged  access  for  products  that  qualify  as  Mexican  ori- 
gin under  other  rules  [GATT],  but  not  Mexican  origin  under  the 
NAFTA.  So  I  think  for  any  particular  product  we'd  have  to  go  back 
and  research  specifically  how  that  product  is  treated. 
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Mr.  Cox.  I  infer  from  your  response  that  the  short  of  it  is  that 
by  the  conference  of  a  benefit  we  are  not  inflicting  additional  injury 
on  anyone  else,  we  are  simply  not  providing  them  the  same  special 
status 

Mr.  Mendelowitz.  That's  correct.  I  think  that's  actually  quite  a 
good  way  to  put  it. 

Mr.  Cox.  They  continue  to  produce  with  exactly  the  same  cost 
factors  that  they  now  have,  it's  just  that  others  are  going  to  be 
made  more  competitive. 

Mr.  Mendelowitz.  I  think  you've  answered  your  question  better 
than  I  did.  You're  absolutely  correct. 

Mr.  Cox.  You're  welcome  to  use  it  if  you  want.  I  yield  back. 

Mr.  Spratt.  Thank  you,  Mr.  Cox.  Mr.  ZelifF. 

Mr.  Zeliff.  Thank  you,  Mr.  Chairman.  You  indicated  in  your  tes- 
timony that  NAFTA  is  likely  to  cause  a  minor  positive  impact  on 
the  U.S.  textile  industry  while  a  minor  negative  impact  on  the  U.S. 
apparel  industry.  Can  you  give  us  a  little  idea  of  what  this  impact 
is,  particularly  relative  to  jobs  lost  or  gained,  compare  the  two? 

Mr.  Mendelowitz.  If  you  look  at  the  trade  in  textiles  and  ap- 
parel between  the  United  States  and  Mexico,  it's  not  all  that  large 
compared  to  total  U.S.  imports  and  exports  of  textile  and  apparel 
products.  So  that  the  expectation  is  that  there  will  be  a  reasonable 
increase  in  this  trade  with  U.S.  textile  manufacturers  because 
they're  viewed  as  world-class  competitors,  benefiting  by  supplying 
more  textile  products  to  the  Mexican  market. 

And  Mexico  will  benefit  by  providing  more  apparel — because  this 
tends  to  be  very  labor  intensive  and  low  wage,  semiskilled  workers 
in  Mexico  can  take  advantage  of  the  NAFTA  to  probably  replace 
low-wage  apparel  producers  in,  for  example,  the  Far  East.  Regard- 
ing the  overall  figures,  I  think,  in  the  apparel  industry  there  are 
something  like  about  1  million  workers.  And  probably  the  numbers 
that  would  be  affected  in  the  ITC  assessment,  I  think,  are  meas- 
ured in  the  tens  of  thousands. 

Mr.  Zeliff.  What  would  happen  with  the  same  analysis  if  we  did 
not  have  NAFTA,  if  we  did  not  sign  NAFTA?  Wouldn't  some  of 
these  losses  occur  anyway? 

Mr.  Mendelowitz.  I  think  there's  no  reason  to  expect  that  the 
long-run  trends  that  are  taking  place  now  will  be  altered.  And  the 
long-run  trend  with  respect  to  apparel  manufacturers  has  been  a 
loss  of  employment,  and  a  loss  of  market  share  in  the  United 
States  for  the  U.S.  industry  simply  because  it's  very  hard  to  com- 
pete in  this  industry  with  producers  of  apparel  products  who  pay 
very  low  wages  to  their  workers. 

Mr.  Zeliff.  Under  former  Chairman  Doug  Barnard,  we  had  some 
testimony  relative  to  the  Customs  Service  here  about  6  or  8  months 
ago.  And  some  mismanagement  practices,  misuse  of  resources — ba- 
sically we  reviewed  a  reform  plan  from  within  that  was  taking 
place.  With  this  in  mind — I  don't  know  whether  you  touched  on  any 
of  this  or  not  in  terms  of  your  background  work — ^but  have  you  seen 
much  progress  there  and  are  they,  in  fact,  in  a  position  to  take  on 
this  kind  of  responsibility? 

Mr.  Mendelowitz.  GAO  undertook  a  maior  assessment  of  the 
management  of  the  Customs  Service,  which  was  completed  last 
year,  and  the  results  were  published  in  a  rather  substantial  vol- 
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ume.  The  Customs  Service,  I  think,  has  accepted  the  legitimacy  of 
the  management  problems  that  GAO  identified  and  is  working  on 
efforts  to  respond  to  those  identified  problems. 

The  Customs  Service  recently  told  us  that  they've  completed,  for 
example,  a  new  strategy  for  enforcement  of  trade  law  that  will 
guide  Customs  activities  in  this  area.  But  I  think  it's  just  too  soon 
now  to  expect  to  see  major  chgmges.  What  we  see  is  a  willingness 
on  the  Customs  Service's  part  to  try  to  improve  things. 

Mr.  Zeliff.  I  would  guess  that  you  would  agree  that  those  re- 
forms have  to  take  place  relative  to  expanding  the  responsibilities? 

Mr.  Mendelowitz.  I  think  that's  correct.  And  as  I  said,  it  also 
requires  a  reorientation  of  priorities  at  the  Customs  Service.  In 
order  to  ensure  that  the  benefit  of  the  NAFTA  accrues  to  the  three 
signatory  countries,  we  need  good  enforcement.  And  that  means 
Customs  has  to  strengthen  its  commitment  to  enforcement  of  trade 
laws.  And  that  either  means  that  something  has  to  be  given  up 
someplace  else  or  they  are  going  to  need  more  resources. 

Mr.  Zeliff.  What  have  we  learned  from  Customs'  handling  of  in- 
creased trade,  say  from  1986  where  we've  seen  dramatic  increases 
already  before  NAFTA?  What  problems  have  we  seen  and  what  did 
we  learn  from  the  process? 

Mr.  Mendelowitz.  I  think  probably  what  we've  learned  more 
than  anything  else  is  that  we  have  to  find  more  effective  ways  of 
effectively  enforcing  our  trade  laws  and  regulations.  Given  the  com- 
plex issues  associated  with  the  NAFTA,  I  don't  think  that  we  can 
relv  just  upon  inspections  at  the  border. 

I  think  we  have  to  think  in  terms  of  being  much  more  proactive 
with  respect  to  enforcement.  That  was  why  I  mentioned,  for  exam- 
ple, very  careful  assessment  of  real  time  trade  data  with  respect 
to  what  s  coming  in.  Having  linkages  that  get  reports  of  imported 
products  into  the  central  offices  at  Customs  responsible  for  enforc- 
ing rules  of  origin,  for  example,  would  go  a  long  way  toward  help- 
ing to  do  on  a  proactive  basis  a  more  modern  enforcement  effort. 

Mr.  Zeliff.  How  about  in  Canada  where  we  did  the  Canadian- 
American  agreement,  what  did  we  learn  up  there? 

Mr.  Mendelowitz.  Well  I  think  that  the  Canadian-United  States 
agreement  represents  a  somewhat  different  set  of  issues.  The  re- 
ality is  that  the  United  States  border  with  Canada  is  an  open  bor- 
der and  has  been  an  open  border  for  a  long  time.  There  are  a  large 
number  of  border  crossing  points  that  aren't  even  manned  by  Cus- 
toms officials  of  either  nation. 

One  of  the  reasons  why  U.S.  export  statistics  with  respect  to 
Canada  consistently  understated  what  United  States  exports  to 
Canada  were  was  the  fact  that  there  were  some  border  crossing 
posts  where  the  truck,  as  it  drove  through  the  border,  was  sup- 
posed to  drop  off  the  shippers  export  declaration  in  a  drop  box,  and 
the  trucks  would  just  drive  through.  A  couple  of  years  ago,  the 
United  States  started  using  Canadian  import  data  to  figure  out 
what  United  States  exports  to  Canada  are  because  they  were 
deemed  to  be  much  more  reliable  than  U.S.  export  data. 

The  Canadian  economy's  level  of  development  activity  is  just 
much  closer  to  the  United  States;  the  border  is  more  open.  I  think 
Mexico  represents  a  whole  host  of  different  challenges  because  we 
have  concerns  on  that  border,  of  course  not  only  with  enforcement 
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of  the  trade  provisions  in  the  NAFTA  and  other  trade  laws,  but 
there's  also  a  major  effort  on  the  border  to  prevent  illegal  immigra- 
tion. And  that  certainly  colors  what's  going  on. 

Mr.  Zeliff.  Relative  to  the  issues  that  you  talked  about  today — 
textile,  apparel,  and  auto  parts  and  auto  industries — do  you  feel 
that  NAFTA  is  good  for  the  United  States? 

Mr.  Mendelowitz.  I  think  that  the  General  Accounting  Office, 
as  an  arm  of  the  Congress,  tries  to  help  the  Congress  by  assessing 
to  the  maximum  extent  possible  what  the  data  tells  us  is  going  on, 
and  what  analysis  can  help  the  deliberations.  The  issue  of  whether 
NAFTA  is  good  or  not  is  fundamentally  a  political  decision  in  the 
sense  that  there  are  going  to  be  benefits  for  the  country  overall. 

I  think  the  consensus  of  most  observers  who  have  tried  to  do  a 
careful  analysis  of  NAFTA  is  that  overall  the  country  will  benefit 
and  overall  we  have  a  lot  to  gain  economically,  we  have  a  lot  to 

f;ain  politically  with  respect  to  Mexico  but  that,  as  with  all  trade 
iberalizing  efforts,  there  are  going  to  be  some  interest  groups  who 
are  going  to  suffer.  There  are  U.S.  industries  that  are  going  to  do 
better.  There  are  U.S.  industries  that  are  going  to  do  more  poorly. 

And  the  issue  of  whether  someone  should  vote  for  or  against  the 
NAFTA  really  comes  down  to  how  one  weighs  the  benefits  that  dif- 
ferent interest  groups  get. 

Mr.  Zeliff.  How  about  jobs  in  these  two  areas,  net  increase? 

Mr.  Mendelowitz.  I  think  that  the  debate  over  trade  liberaliza- 
tion efforts  that  gets  couched  in  terms  of  gaining  jobs  or  losing  jobs 
misses  the  point.  I  don't  think  that  efforts  to  liberalize  trade  should 
be  supported  because  people  claim  there's  going  to  be  a  big  increase 
in  jobs,  and  I  don't  think  they  should  be  opposed  because  on  a  net 
basis  people  believe  there's  going  to  be  a  large  reduction  in  jobs. 

What  trade  liberalization  represents,  what  new  trade  represents, 
is  in  effect  a  kind  of  superior  technology.  It  allows  us  to  use  our 
resources  more  effectively  and  raise  the  standard  of  living  of  our 
people  overall,  of  our  country  overall.  And  I  think  that's  the  basis 
on  which,  you  know,  if  you  were  to  look  at  what  the  national  bene- 
fit is,  I  think  that's  the  basis  in  which  the  national  benefit  should 
be  assessed. 

What  the  NAFTA  represents  in  effect  is  an  opportunity  to 
achieve  a  tremendous  competitive  advantage  for  U.S.  industry  be- 
cause U.S.  industry  will  have  access  not  only  to  high-skilled  labor 
in  the  United  States  and  high  technology  and  modern  management 
in  the  United  States,  but  it  also  will  have  access  to  a  large  pool 
of  low  wage,  semiskilled  workers  who  can  be  integprated  into  pro- 
duction to  do  the  lower  skilled,  semiskilled,  labor-intensive  part  of 
the  job  and  receive  a  lower  wage  for  it  so  that  the  overall  U.S. 
product  can  be  more  competitive  in  world  markets. 

Mr.  Zeliff.  Thank  you,  Mr.  Chairman. 

Mr.  Spratt.  Thank  you,  Mr.  Zeliff.  Ms,  Margolies-Mezvinsky. 

Ms.  Margolies-Mezvinsky.  I'll  pass  for  now. 

Mr.  Spratt.  All  right,  thank  you  very  much,  Dr.  Mendelowitz. 
We  appreciate  your  testimony  and  the  supporting  testimony  and 
presence  of  your  other  members  of  the  General  Accounting  Office. 
Thank  you  for  coming  and  contributing. 

Mr.  Mendelowitz.  Thank  you,  very  much. 
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Mr.  Spratt.  Our  next  panel — and  I  would  call  each  of  them  for- 
ward to  the  witness  table — consists  of  Mr.  Samuel  H.  Banks,  who 
is  the  Acting  Deputy  Commissioner  of  the  U.S.  Customs  Service; 
Ms.  Ann  Hughes,  who  is  the  Deputy  ^sistant  Secretary  for  the 
Western  Hemisphere,  U.S.  Department  of  Commerce;  John  Simp- 
son, Deputy  Assistant  Secretary  for  Regulatory,  Tariff  and  Traae 
Enforcement,  U.S.  Department  of  Treasury;  and  Ira  Shapiro,  gen- 
eral counsel  of  the  U.S.  Trade  Representative,  accompanied  by 
Caroyl  Miller. 

Mr.  Shapiro,  I  believe  you're  the  only  Clinton  appointee  in  the 
whole  panel;  is  that  correct? 

Mr.  Shapiro.  Mr.  Chairman,  that's  my  understanding. 

Mr.  Spratt.  We  are  going  to  give  you  the  benefit,  therefore,  of 
being  the  lead  hitter,  and  we  will  let  the  rest  of  them  be  wrap-up 
witnesses.  I'm  not  being  facetious.  Since  you  can  speak  as  a  Clinton 
appointee,  you  can  talk  about  the  administration's  policy  with  a  lit- 
tle more  latitude  than  the  other  witnesses,  perhaps.  And  if  it's 
agreeable  with  you,  we'll  let  you  go  first  and  then  well  go  to  Mr. 
Simpson  and  then  to  Ms.  Hughes  and  then  to  the  Acting  Deputy 
Commissioner  of  Customs.  We'll  save  some  of  the  tough  questions 
for  the  Customs  Service.  So  with  the  testimony  we  have,  we'll  come 
to  Customs  last.  Is  that  agreeable  with  the  panel? 

STATEMENT  OF  IRA  SHAPIRO,  GENERAL  COUNSEL,  OFFICE  OF 
THE  U.S.  TRADE  REPRESENTATIVE,  ACCOMPANIED  BY 
CAROYL  MILLER,  DEPUTY  TEXTILE  NEGOTIATOR 

Mr.  Shapiro.  Mr.  Chairman,  that's  fine  with  me,  and  I  do  wel- 
come the  chance  to  speak  as  a  representative  of  the  administration, 
which  is  a  great  honor  to  someone  who  waited  in  the  wilderness 
during  the  Republican  years.  And  I  see  former  colleagues  of  mine 
with  the  committee  from  when  I  worked  on  the  Hill,  as  well,  Ted 
Jacobs.  So  there  are  familiar  faces  here. 

Mr.  Chairman,  I'd  like  to  speak  to  the  question  of  rules  of  origin 
today.  But  initially  before  I  do,  I  wanted  to  comment  in  response 
to  something  Mr.  Cox  raised,  and  I  thought  it  was  a  good  point. 
I  think  actually  Director  Panetta's  remark  has  had  the  effect  of,  to 
some  extent,  galvanizing  debate  and  discussion  over  the  NAFTA. 
And  his  remark,  I  think,  was  a  fair  statement  that  at  the  present 
time  NAFTA  is  extremely  controversial  and  the  administration  and 
those  who  support  NAFTA  ultimately  will  bear  the  burden  of  con- 
vincing Congress  and  the  public  that  it  is  in  the  national  interest. 

The  Clinton  administration  is  committed  to  a  NAFTA  as 
strengthened  by  the  supplemental  agreements  that  the  administra- 
tion is  now  working  on.  And  we're  confident  that  if  we  can  nego- 
tiate supplemental  agreements  in  the  areas  that  are  under  discus- 
sion— environment,  worker  standards,  and  surges — ^that  we  will  be 
able  to  come  to  the  Congress  with  a- package  including  the  NAFTA, 
the  implementing  legislation,  and  supplemental  agreements,  and 
convince  Congress  and  the  country  that  this  is  in  the  national  in- 
terest and  meet  the  implementing  date  of  January  1,  1994.  There 
is  a  lot  of  work  to  be  done  but  that's  the  overall  approach. 

Mr.  Chairman,  I  come  here  with  a  certain  amount  of  humility, 
given  the  complexity  of  rules  of  origin,  and  I'm  pleased  to  have 
Caroyl  Miller  with  me,  the  Deputy  Textile  Negotiator.  I'm  going  to 
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focus  primarily  on  the  rules  of  origin  with  respect  to  textile  and  ap- 
parel, and  Ann  is  going  to  talk  more  about  the  auto  sector  from  the 
Commerce  perspective. 

Mr.  Chairman,  the  rules  of  origin,  as  you  know,  are  a  necessary 
part  of  any  a^eement  that  extends  preferential  treatment.  And 
with  the  permission  of  the  committee,  I  would  submit  mv  written 
statement  for  the  record  and  try  to  go  through  and  just  highli^t. 

Mr.  Spratt.  We've  already  made  a  blanket  provision  to  that  ef- 
fect, and  I  will  simply  say  as  to  all  of  the  witnesses,  if  tliere  is  no 
objection  from  panel  members,  that  your  prepared  and  submitted 
testimony  will  be  made  part  of  the  record  and  you  can  summarize 
it  when  you  present  it. 

Mr.  Shapiro.  We  believe  that  the  NAFTA  rules  of  origin  are  one 
of  the  most  important  features  of  the  textile  and  apparel  section  of 
this  agreement.  By  working  with  Mexico  and  Canada  to  construct 
tough  Dut  fair  rules  of  origin  which  draw  on  the  vast  resources  of 
this  region  and  encourage  regional  partnership  and  growth  we've 
been  able  to  formulate  a  plan  by  which  we  would  be  able  to  move 
quickly,  assuming  NAFTA  is  approved  and  implemented,  to  expand 
trade  among  the  three  countries,  to  open  the  Mexic£in  market  to 
United  States  exports,  and  to  create  new  opportunities  for  firms  in 
all  three  countries  to  expand  their  competitive  opportunities. 

The  rules  of  origin  ensure  that  goods  traded  under  the  NAFTA 
provisions  are  indeed  the  products  with  very  substantial  United 
States,  Canadian,  and  Mexican  content.  And  I  think,  Mr.  Chair- 
man, from  our  standpoint,  this  is  a  veiy  important  point.  The  ad- 
ministration is  committed  to  strengthening  manufacturing  in  North 
America,  and  we're  committed  to  the  maintenance  and  creation  of 
jobs  in  the  United  States. 

By  establishing  the  agreement  that  high  standard  of  regional 
content  would  be  required  to  obtain  preferences,  we  are  able  to  find 
support  in  the  United  States  and  Mexico  to  move  rapidly  to  elimi- 
nate barriers  in  trade  in  this  sector,  more  rapidly  than  has  been 
the  case  in  previous  free  trade  agreements. 

In  fact,  under  NAFTA,  barriers  covering  over  80  percent  of  tex- 
tile and  apparel  trade  between  the  United  States  ana  Mexico  would 
be  eliminated  in  6  years  or  less.  And  NAFTA  would  immediately 
eliminate  the  tariffs  of  over  20  percent  or  $250  million  of  U.S.  ex- 
ports providing  open  access  for  competitive  U.S.  producers  of  items 
such  as  denim,  underwear,  sewing  thread,  and  many  household 
furnishings. 

Now  in  order  to  fully  appreciate  the  NAFTA  rules  of  origin,  it's 
necessary  to  contrast  them  to  the  general  rule  of  origin  for  textile 
and  apparel  imports  into  the  United  States,  which  were  used  to  ad- 
minister the  quota  agreements  under  the  Multifiber  Arrangement. 
And  as  the  chairman  knows  and  others  probably  know,  the  test 
under  the  Multifiber  Arrangement  is  one  of  substantial  trans- 
formation. And  what  that  means,  as  translated  by  the  Customs 
regulations,  is  that  a  good  has  undergone  a  substantial  trans- 
formation if  it  is  transformed  by  means  of  substantial  manufactur- 
ing or  processing  operations  into  a  new  and  different  article  of  com- 
merce. 

The  rules  of  origin  under  free  trade  agreements  with  Canada  and 
now  with  NAFTA  take  the  substantisu  transformation  test  as  a 
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starting  point,  but  ultimately  they  move  it  to  a  higher  standard  of 
content  before  preferential  treatment  is  provided.  And  I'd  like  to 
emphasize  here  that  what  this  means  is  that  we  are  taking  further 
steps  to  ensure  that  anything  that  gets  preferential  treatment  in 
the  textile  and  apparel  area  under  NAFTA  has  substantial  North 
American  content. 

In  1989  in  the  United  States-Canada  Free  Trade  Agreement,  the 
agreement  included  a  standard  that  was  stronger  and  more  protec- 
tive than  the  substantial  transformation  standard.  In  general, 
what  the  Canadian  Free  Trade  Agreement  rules  of  origin  did  was 
required  what  could  be  referred  to  as  a  double  transformation  test, 
the  so-called  fabric  forward  rule  of  origin  for  finished  apparel  and 
made-up  textile  products  such  as  sheets  and  towels.  And  what  that 
rule  meant  was  that  a  garment  must  be  manufactured  in  the  Unit- 
ed States  or  Canada  from  fabric  and  the  fabric  itself  had  to  be 
manufactured  in  the  United  States  or  Canada. 

And  what  the  negotiators  did  here  with  NAFTA,  consistent  with 
the  commitments  that  were  made  to  Congress,  they  went  one  step 
further  for  the  textile  and  apparel  sector.  They  took  the  rules  of  or- 
igin in  the  Canadian  agreement  as  a  starting  point  and  then  moved 
to  a  test  that  is  generally  described  as  "yam  forward,"  which  re- 
quires the  regional  content  from  the  yarn  manufacturing  stage  to 
the  end  product. 

So  in  other  words,  if  a  garment  is  manufactured  in  a  NAFTA 
country,  cut  and  sewn  from  fabric  which  is  manufactured  in  a 
NAFTA  country,  and  that  fabric  has  to  come  from  yarn  which  is 
manufactured  in  a  NAFTA  country — a  so-called  triple  trans- 
formation. As  such,  NAFTA  requires  one  more  manufacturing  step 
taken  in  a  NAFTA  country  than  the  United  States-Canadian  agree- 
ment. 

Now,  it  is  true  that  there  are  exceptions  to  the  "yam  forward" 
rule.  Basically  these  exceptions  kick  in  in  cases  where  there  is  a 
real  shortage  of  supply  of  certain  products  and  those  products 
would  be  treated  on  a  single  substantial  transformation  rule. 

That  rule  would  apply  normally  to  items  produced  from  inputs 
that  are  not  generally  available  in  the  NAFTA  countries.  Particular 
items  under  the  substantial  transformation  rule  of  origin  are  ap- 
parel and  other  textile  products  made  from  pure  silk  and  linen,  ap- 
parel made  from  certain  fabrics  including  Harris  tweed,  velveteen, 
and  fine  wale  corduroy,  and  a  few  other  items  that  I've  listed  in 
my  testimony. 

And  the  key  here  is  that  the  substantial  transformation  test 
would  be  used  only  for  those  products  that  are  not  available  or  not 
produced  by  any  of  the  NAPTA  countries.  And  in  those  products 
you  would  look  only  to  see  if  they  are  substantially  transformed 
and  manufactured  here. 

Additionally,  as  under  the  Canadian  agreement,  provisions  were 
included  which  permit  certain  goods  manufactured  in  the  region 
but  which  do  not  meet  the  applicable  rule  of  origin  to  be  traded  at 
the  preferential  rate  of  duty. 

Under  tariff  preference  levels,  which  were  known  in  the  Cana- 
dian agreement  as  tariff  rate  quotas,  goods  that  do  not  meet  the 
rules  of  origin  will  be  allowed  access  to  each  NAFTA  market  at  the 
preferential  rate  of  duty  but  only  up  to  specific  annual  quantities. 
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Groods  that  come  in  above  those  quantities  will  be  subject  to  the  ap- 
plicable most-favored  nation  rate  of  duty. 

The  tariff  preference  levels  were  developed  primarily  to  alleviate 
short  supply  problems  which  can  occur  from  time  to  time  in  the  re- 
gion. Just  as  NAFTA  recognized  that  certain  products  were  un- 
available in  the  region  and  therefore  allowed  production  of  the 
products  under  a  single  substantial  transformation  rule  of  origin, 
NAFTA  also  recognized  that  the  strength  of  producers  in  the  region 
in  certain  other  product  areas  had  to  be  recognized.  And  in  these 
instances,  NAFTA  establishes  that  tariflF  preference  levels  between 
the  United  States  and  Mexico  cannot  be  used  for  certain  products 
such  as  manmade  fiber  sweaters  and  any  apparel  made  from  oxford 
cloth  or  blue  denim. 

The  United  States  and  Mexico  have  agreed  in  this  NAFTA  to 
permit  for  the  possibility  of  annual  adjustment  to  the  tariff  pref- 
erence levels  through  negotiation,  as  did  Canada  and  Mexico.  And 
for  trade  between  the  United  States  and  Canada,  we  have  agreed 
to  permit  annual  incremental  increases  to  Canada's  tariff  pref- 
erence levels  for  at  least  the  first  5  years  of  the  agreement  instead 
of  adjustment  through  negotiation. 

The  NAFTA  agreement  also  contains  provisions  that  would  allow 
the  parties  to  request  a  review  of  any  particular  rule  of  origin  at 
any  point.  It  also  provides  that  the  parties  can  review  specific 
items  subject  to  a  single  substantial  transformation  rule  of  origin 
in  the  event  of  any  changes  in  the  availability  of  inputs  in  the  re- 
gion. 

And  finally,  the  three  parties  have  also  agpreed  to  an  overall  re- 
view of  the  rules  of  origin  for  textile  and  apparel  no  later  than  5 
years  after  the  implementation  of  NAFTA.  TTiat  review  is  intended 
to  determine  if  any  changes  are  necessary  to  the  NAFTA  in  light 
of  changing  situations  throughout  the  world,  taking  into  account, 
for  instance,  the  anticipated  completion  of  the  Uruguay  Round  and 
the  evolution  of  free  trade  and  preferential  agreements  in  other 
parts  of  the  world. 

Mr.  Chairman,  I'd  like  to  mention,  and  I  think  you're  aware,  that 
the  Industry  Sector  Advisory  Committee  on  Textile  and  Apparel, 
with  which  we  have  consulted  closely  this  year,  but  also  the  nego- 
tiators in  the  past  administration  were  in  close  consultation  with 
them.  And  they  wrote  in  their  report  with  respect  to  the  rules  of 
origin,  "The  NAFTA  rules  of  origfin  are  a  major  improvement  over 
the  United  States-Canada  origin  rules  and  will  ensure  that  signifi- 
cant North  American  manufacturing  occurs  in  NAFTA  trade." 

Mr.  Chairman,  Canada  and  Mexico  are  the  two  largest  exports 
markets  for  U.S.  textile  and  apparel  products.  And  they  are  mar- 
kets that  are  growing  rapidly.  United  States  exports  to  Mexico  of 
fiber,  textiles  and  apparel  have  increased  bv  26  percent  on  the  av- 
erage each  year  since  1986,  reaching  $1.6  billion  by  1992  and  re- 
sulting in  a  trade  surplus  of  $81  million  in  the  sector.  United 
States  exports  to  Canada  have  gprown  by  an  average  of  22  percent 
a  year  since  1986,  reaching  $1.9  billion  in  1992,  resulting  in  a  sur- 
plus of  $846  million  in  the  sector. 

The  NAFTA  seeks  to  build  on  the  strong  competitive  position 
held  by  the  industry  in  this  sector  and  offers  new  opportunities  for 
producers  in  the  region.  But  I  think  it's  also  clear  mat  what  we're 
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trying  to  do — and  Dr.  Mendelowitz  referred  to  this  in  his  testi- 
mony— is  to  strengthen  North  American  production  throughout  the 
continent  to  make  us  better  able  to  compete  with  our  competitors 
in  the  EC  and  with  Asia,  as  well.  And  NAFTA,  I  think,  supple- 
mented as  we  hope  to  through  the  supplemental  agreements,  will 
contribute  to  that. 

Thank  you. 

[The  prepared  statement  of  Mr.  Shapiro  follows:] 
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RULES  OF  ORIGIN 

FOR  THE  TEXTILE  AND  APPAREL  SECTOR 

IN  THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT 


TESTIMONY  OF 

IRA  SHAPIRO 

GENERAL  COUNSEL 

OFFICE  OF  THE  UNITED  STATES  TRADE  REPRESENTATIVE 

BEFORE  THE  COMMERCE,  CONSUMER  AND  MONETARY  AFFAIRS  SUBCOMMITTEE 
OF  THE  HOUSE  COMMITTEE  ON  GOVERNMENT  OPERATIONS 

MAY  4,  1993 

Mr.  Chairman  and  members  of  the  Committee,  I  appreciate  the 
opportunity  to  appear  before  you  to  discuss  the  rules  of  origin 
in  the  North  American  Free  Trade  Agreement  (NAFTA) . 

As  you  know,  the  rules  of  origin  are  a  necessary  part  of  any 
agreement  extending  preferential  treatment.   The  rules  determine 
whether  the  importation  of  a  given  product  is  eligible  for  the 
preferential  treatment,  or  whether  other  non-preferential  rates 
apply.  The  NAFTA's  negotiators  consulted  closely  with  U.S. 
industry  in  setting  the  rules.  Two  important  rules  coming  out  of 
this  consultative  process  were  those  for  automotive  goods  and 
textiles.   My  testimony  here  today  will  focus  on  textile  rules  of 
origin  issues. 

We  believe  the  NAFTA  rules  of  origin  are  one  of  the  most 
important  features  of  the  textile  and  apparel  section  of  the 
agreement.   By  working  with  Mexico  and  Canada  to  construct  tough. 
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but  fair  rules  of  origin,  which  draw  on  the  vast  resources  of  the 
region  and  encourage  regional  partnership  and  growth,  we  have 
been  able  to  move  very  quickly  to  expand  trade  among  our  three 
countries,  to  open  the  Mexican  market  to  U.S.  exports  and  to 
create  new  opportunities  for  firms  in  all  three  countries  to 
expand  their  competitive  opportunities  in  the  region  and 
worldwide.   The  rules  of  origin  ensure  that  goods  traded  under 
the  NAFTA  provisions  are  indeed  products  with  very  substantial 
U.S.,  Canadian  or  Mexican  content. 

By  establishing  in  the  Agreement  that  a  high  standard  of 
regional  content  would  be  required  in  order  to  obtain 
preferences,  we  were  able  to  find  support  here  in  the  United 
States  and  with  Mexico  to  move  more  rapidly  to  eliminate  barriers 
to  trade  in  the  sector  thaw  had  been  the  case  under  previous  free 
trade  agreements.   In  fact,  in  the  NAFTA,  barriers  covering  over 
80  percent  of  textile  and  apparel  trade  between  the  United  States 
and  Mexico  will  be  eliminated  in  six  years  or  less.   NAFTA  will 
immediately  eliminate  tariffs  on  over  20  percent,  or  $250 
million,  of  U.S.  exports,  providing  open  access  to  competitive 
U.S.  producers  of  items  such  as  denim,  underwear,  sewing  thread 
and  many  household  furnishings. 

As  background  to  a  description  of  the  rules  of  origin  for 
textiles  and  apparel  in  the  NAFTA,  I  would  like  to  briefly 
describe  the  rules  applicable  generally  to  the  textile  and 
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apparel  sector  and  in  other  free  trade  agreements  to  which  the 
United  States  is  a  party.   The  rule  of  origin  is  very  significant 
because  it  determines  how  much  actual  content  must  be  included 
before  a  product  can  be  deemed  to  have  been  "made  in"  a  given 
country. 

First,  the  general  rule  of  origin  for  textile  and  apparel 
imports  into  the  United  States,  which  is  used  to  administer  our 
quota  agreements  under  the  Multifiber  Arrangement,  is  one  of 
"substantial  transformation."  This  rule  is  established  in 
Customs  Regulation  12.130,  which  states  that  a  good  has  undergone 
a  substantial  transformation  if  it  has  been  transformed  by  means 
of  substantial  manufacturing  or  processing  operations  into  a  new 
and  different  article  of  commerce.   The  rules  of  origin  under 
free  trade  agreements  take  the  substantial  transformation  test  as 
a  starting  point  but  ultimately  move  to  a  higher  standard  of 
content  before  preferential  treatment  is  provided. 

The  U.S. -Israel  Free  Trade  Agreement,  which  was  enacted  in 
1985,  contains  an  overall  domestic  content  requirement  of  35 
percent,  of  which  not  more  than  15  percent  may  be  U.S.  content. 
The  requirements  of  "substantial  transformation"  also  apply. 
These  requirements  apply  to  all  articles  under  the  U.S. -Israel 
Free  Trade  Agreement,  including  textiles  and  apparel. 

In  1989,  the  U.S. -Canada  Free  Trade  Agreement  (CFTA)  was 
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implemented.   The  agreement  established  for  the  first  time 
special  rules  of  origin  for  the  textile  and  apparel  sector.   In 
general,  the  CFTA  rules  of  origin  require  a  "double 
transformation"  test,  which  is  often  referred  to  as  a  "fabric 
forward"  rule  of  origin  for  finished  apparel  and  made-up  textile 
products  such  as  sheets  and  towels.   This  rule  means  that  a 
garment,  for  example,  must  be  manufactured  in  the  United  States 
or  Canada  (i.e.,  cut  and  sewn)  from  fabric  which  is  itself 
manufactured  in  the  United  States  or  Canada. 

At  the  outset  of  the  negotiations  with  Mexico  and  Canada  on 
NAFTA,  commitments  were  made  to  the  Congress  that  tough  but  fair 
rules  of  origin  would  be  negotiated.   The  goals  of  the 
negotiations  were  to  (a)  draw  on  the  resources  of  the  region  to 
expand  production  and  trade,  (b)  avoid  overly  restrictive  rules 
that  would  have  mitigated  the  benefits  of  NAFTA  by  forcing  the 
exclusive  use  of  regional  content  and  most  importantly,  (c) 
ensure  that  the  benefits  of  the  NAFTA  accrued  principally  to  the 
NAFTA  parties  rather  than  to  other  countries.   For  the  textile 
and  apparel  sector,  the  rules  of  origin  in  the  CFTA  were  used  as 
a  starting  point  and  significantly  strengthened  from  there. 

The  NAFTA  rule  of  origin  for  textile  and  apparel  products 
can  be  generally  described  as  a  "yarn  forward"  rule,  which 
requires  regional  content  from  the  yarn  manufacturing  stage  to 
the  end  product  before  a  particular  product  is  eligible  for 
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preferential  treatment  under  the  agreement.   As  an  example,  a 
garment  must  be  manufactured  in  a  NAFTA  country  (i.e.,  cut  and 
sewn)  from  fabric  which  is  itself  manufactured  in  a  NAFTA  country 
from  yarn  which  is  manufactured  in  a  NAFTA  country.   The  NAFTA 
therefore  includes  the  additional  step  of  requiring  that  the  yarn 
that  is  used  to  produce  fabric  must  itself  be  made  in  either  the 
U.S.,  Mexico  or  Canada  before  the  final  textile  or  apparel 
product  is  eligible  for  NAFTA's  duty-free  and  quota-free 
treatment.   As  such,  the  NAFTA   requires  that  one  more 
manufacturing  step  be  taken  in  a  NAFTA  country  than  under  the 
U.S. -Canada  Free  Trade  Agreement. 

As  under  the  CFTA,  there  are  some  specific  departures  in  the 
NAFTA  from  the  "yarn  forward"  rule.   Certain  products  are 
required  to  meet  the  stricter  "fiber  forward"  rule  of  origin 
which  requires  that  the  fiber  that  goes  into  the  yarn  be  produced 
in  a  NAFTA  country;  certain  others  are  under  a  "fabric  forward" 
rule,  and  certain  other  products,  such  as  apparel  made  from  silk 
and  linen,  are  under  a  less  rigid  single,  substantial 
transformation  rule  of  origin. 

Products  that  are  under  a  "fiber  forward"  rule  of  origin  in 
NAFTA  include  cotton  and  man-made  fiber  knit  fabrics  and  man-made 
fiber  non-woven  and  specialty  fabrics;  man-made  fiber  tire  cord 
and  belting,  man-made  filament  fiber  hose,  man-made  fiber  made-up 
products,  and,  for  trade  between  the  United  States  and  Mexico, 
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man-made  fiber  sweaters  and  tufted  carpeting.   Cotton  and  man- 
made  fiber  spun  yarn  and  sewing  thread  are  themselves  under  a 
fiber  forward  rule  of  origin.   The  "fiber  forward"  rule  was 
developed  in  part  to  provide  continuity  from  applicable  rules 
under  the  CFTA,  and  to  strengthen  them  in  certain  cases.   It  was 
also  developed  to  reflect  the  reality  of  particular  production 
processes  involved  for  certain  products. 

A  "fabric-forward"  rule  of  origin  is  required  for  man-made 
fiber  luggage,  handbags  and  flat  goods,  certain  coated  fabrics 
and  one  specific  curtain  fabric. 

A  single,  substantial  transformation  rule  of  origin  applies 
normally  to  items  that  are  produced  from  inputs  not  generally 
available  in  the  NAFTA  countries.   Particular  items  under  the 
substantial  transformation  rule  of  origin  are  apparel  and  other 
textile  products  that  are  made  from  pure  silk  and  linen;  apparel 
made  from  certain  fabrics,  including  Harris  tweed,  velveteen,  and 
fine  wale  corduroy;  men's  dress  shirts  made  from  a  designated 
group  of  specific  cotton  and  cotton  and  man-made  fiber  fabrics, 
brassieres,  and  nightwear  and  women's  underwear  made  from  certain 
very  fine  cotton  knit  fabric.   These  rules  were  established  to 
ensure  that  preferential  treatment  was  available  for  those 
products  that  are  made  in  a  NAFTA  country  from  fabric  or  yarns 
that  are  not  available  in  or  not  produced  by  any  of  the  NAFTA 
countries. 
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Additional,  specific  improvements  from  the  CFTA  rules  were 
also  established  in  the  NAFTA.   For  example,  the  NAFTA  requires 
that  linings  in  tailored  clothing  and  coats  originate  in  one  of 
the  three  NAFTA  parties  from  the  fabric  stage  forward.   Also,  the 
NAFTA  rule  of  origin  applies  to  all  materials  of  a  blended 
component  which  determines  the  classification  of  a  blended  fiber 
product,  whereas  under  the  CFTA,  the  rule  of  origin  only  applied 
to  the  material  that  predominated  by  weight.   The  only  exception 
to  this  rule  is  to  permit  a  de  minimis  amount  (7  percent  by 
weight)  of  imported  components. 


As  under  the  CFTA,  provisions  were  included  which  permit 
certain  goods  which  are  manufactured  in  the  region,  but  which  do 
not  meet  the  applicable  rule  of  origin,  to  be  traded  at  the 
preferential  rate  of  duty.   Under  Tariff  Preference  Levels  (which 
were  known  in  the  CFTA  as  Tariff  Rate  Quotas)  ,  goods  that  do  not 
meet  the  rules  of  origin  will  be  allowed  access  to  each  NAFTA 
market  at  the  preferential  rate  of  duty  but  only  up  to  specific 
annual  quantities.   Goods  entered  above  those  quantities  will  be 
subject  to  the  applicable  Most-Favored-Nation  rate  of  duty.  The 
Tariff  Preference  Levels  (TPLs)  were  developed  primarily  to 
alleviate  short  supply  problems  which  occur  from  time  to  time  in 
the  region.   Tariff  Preference  Levels  are  available  between  the 
United  States,  Canada  and  Mexico  for  cotton  and  man-made  fiber 
apparel,  wool  apparel,  cotton  and  man-made  fiber  fabric  and  made- 
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up  products,  and  cotton  and  man-made  fiber  spun  yarn. 

Just  as  the  NAFTA  recognized  that  certain  products  were 
generally  unavailable  in  the  region  and  therefore  allowed 
production  of  the  products  under  a  single,  substantial 
transformation  rule  of  origin,  the  NAFTA  also  recognized  the 
strength  of  producers  in  the  region  in  certain  other  product 
areas.   In  these  instances,  the  NAFTA  established  that  TPLs 
between  the  United  States  and  Mexico  could  not  be  used  for  man- 
made  fiber  sweaters  and  any  apparel  made  from  oxford  cloth  or 
blue  denim.   Also,  the  U.S.  and  Mexican  TPLs  will  not  be 
available  for  t-shirts  and  men's  and  women's  underwear  made  from 
cotton  and  man-made  fiber  circular  knit  fabric  under  100  metric 
number,  although  access  to  the  TPL  for  women's  underwear 
assembled  from  Mexico  from  fabric  cut  in  the  United  States  under 
outward  processing  arrangements  is  available. 

The  United  States  and  Mexico  agreed  in  the  NAFTA  to  permit 
the  possibility  of  annual  adjustments  to  TPLs  through 
negotiation,  as  did  Canada  and  Mexico.   For  trade  between  the 
U.S.  and  Canada,  we  have  agreed  to  permit  annual  incremental 
increases  to  Canada's  Tariff  Preference  Levels  for  at  least  the 
first  five  years  of  the  agreement  instead  of  adjustment  through 
negotiation. 

The  NAFTA  contains  a  general  provision  that  allows  any  party 


59 


9 

to  request  a  review  of  any  particular  rule  of  origin  at  any 
point.   In  addition,  in  the  textile  and  apparel  sector,  the  three 
parties  have  agreed  to  specific  reviews  of  applicable  rules  of 
origin  in  certain  instances.   For  example,  the  agreement  sets  out 
an  agreed  review  procedure  for  the  single,  substantial 
transformation  rule  of  origin  applicable  to  brassieres.   In 
addition,  the  NAFTA  provides  that  the  parties  can  review  the 
specific  items  subject  to  a  single,  substantial  transformation 
rule  of  origin  in  the  event  of  any  changes  in  the  availability  of 
inputs  in  the  region.   This  means  that,  for  example,  if  fine 
count  circular  knit  cotton  fabric  becomes  abundantly  available  in 
the  region,  a  party  could  request  consultations  with  a  view  to 
changing  the  single,  substantial  transformation  rule  for  apparel 
made  from  that  fabric  to  a  yarn  forward  rule.   Similarly,  if 
certain  yarn  or  fabric  inputs  become  chronically  scarce  in  the 
region,  a  party  could  request  consultations  with  the  other 
parties  to  seek  to  change  a  yarn  forward  rule  of  origin  to  one  of 
single,  substantial  transformation. 

The  three  parties  have  also  agreed  to  an  overall  review  of 
the  rules  of  origin  for  the  textile  and  apparel  sector  no  later 
than  five  years  after  implementation  of  NAFTA.   This  review  is 
intended  to  determine  if  any  changes  are  necessary  to  the  NAFTA 
rules  in  light  of  the  situation  existing  in  world  trade  in  the 
sector  at  the  time,  taking  into  account  the  effect  of  the 
anticipated  completion  of  the  Uruguay  Round  agreements,  the 
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evolution  of  free  trade  and  preferential  agreements  in  other 
parts  of  the  world  and  the  impact  of  the  rules  of  origin  in  those 
agreements  on  the  competitiveness  of  firms  in  the  NAFTA  region. 

The  Industry  Sector  Advisory  Committee  on  Textiles  and 
Apparel,  in  its  advisory  report  on  the  NAFTA,  concluded  with 
respect  to  the  rules  of  origin  that: 

"The  NAFTA  rules  of  origin  are  a  major  improvement  over 
the  U.S. /Canada  origin  rules  and  will  ensure  that 
significant  North  American  manufacturing  occurs  in  NAFTA 
trade.   While  some  members  continue  to  support  fiber-forward 
as  a  single  origin  rule,  the  Committee  supports  the  yarn 
forward  rule  and  its  variations  as  agreed  to  in  the 
negotiations. 

The  Committee  strongly  recommends,  however,  that  the 
fiber,  textile  and  apparel  rules  of  origin  provisions  be 
incorporated  into  the  implementing  legislation.   Origin 
rules  are  the  single  most  crucial  element  in  this  Agreement 
and  accordingly  should  not  be  rewritten  by  subsequent 
administrative  fiat  or  regulation." 

I  understand  that  witnesses  from  the  Treasury  Department  and 
U.S.  Customs  Service  will  be  discussing  the  implementation  of 
these  rules  or  origin  and  the  process  established  under  NAFTA  to 
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ensure  that  the  rules  are  adequately  enforced. 

Canada  and  Mexico  are  the  two  largest  export  markets  for 
U.S.  textile  and  apparel  products;  they  are  markets  that  are 
growing  rapidly.   U.S.  exports  to  Mexico  of  fibers,  textiles  and 
apparel  have  increased  by  2  6  percent  on  average  each  year  since 
1986,  reaching  $1.6  billion  in  1992,  resulting  in  a  trade  surplus 
of  $81  million  in  the  sector.   U.S.  exports  to  Canada  have  grown 
an  average  of  22  percent  per  year  since  1986,  reaching  $1.9 
billion  in  1992  and  resulting  in  a  trade  surplus  of  $846  million 
in  the  sector.   The  NAFTA  builds  on  the  strong,  competitive 
position  held  by  the  industry  in  this  sector,  and  offers  new 
opportunities  for  producers  in  the  region. 

We  look  forward  to  working  with  you,  Mr.  Chairman, 
representatives  of  the  affected  industries,  and  other  Members  of 
Congress,  in  constructing  implementing  legislation  that  meets 
these  needs  and  the  interests  of  U.S.  producers  and  consumers. 

Thank  you. 
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Mr.  Spratt,  Thank  you  very  much,  Mr.  Shapiro.  Now  let's  turn, 
if  the  order  of  witnesses  is  acceptable  to  the  panel,  to  Mr.  Simpson, 
the  Deputy  Assistant  Secretary  for  Regulatory,  Tariff  and  Trade 
Enforcement,  Treasury  Department.  Mr.  Simpson. 

STATEMENT  OF  JOHN  P.  SIMPSON,  DEPUTY  ASSISTANT  SEC- 
RETARY  FOR  REGULATORY,  TARIFF  AND  TRADE  ENFORCE- 
MENT,  U.S.  DEPARTMENT  OF  THE  TREASURY 

Mr.  Simpson.  Thank  you,  Mr.  Chairman.  Let  me  take  1  minute. 
We  had  three  objectives  in  negotiating  rules  of  origin  for  the  North 
American  Free  Trade  Agreement.  First,  we  wanted  to  secure  the 
benefits  of  the  agreement  to  the  economies  of  the  three  North 
American  countries  to  the  extent  feasible.  That  means  that  if  a  ma- 
terial was  widely  available  in  North  America,  we  didn't  want  to 
give  preference  to  goods  unless  they  were  made  with  that  North 
American  material.  If  a  material  wasn't  available  in  North  Amer- 
ica, we  didn't  want  to  deny  preference  to  goods  made  with  that  ma- 
terial that  is  not  available  here. 

So  for  example,  in  the  case  of  cotton  fabric,  cotton  fiber  is  widely 
available  in  North  America  and  therefore  we  don't  give  preference 
to  cotton  fabric  unless  it's  made  with  North  American  cotton  fiber. 
On  the  other  hand,  silk  fabric  involves  a  fiber  that  is  not  widely 
available  in  North  America,  and  so  we  treat  those  two  fabrics  dif- 
ferently. So  that  was  our  first  objective,  to  secure  the  benefits  to 
the  North  American  economies  to  the  extent  feasible. 

The  second  objective  was  to  have  rules  of  origin  that  are  clear 
and  predictable  and  consistent  for  our  trade  community.  By  con- 
trast, under  the  United  States-Israel  Free  Trade  Agreement,  the 
question  of  whether  or  not  something  is  a  product  of  Israel  is  de- 
cided by  Customs  officers  on  a  case-by-case  basis.  There  are  no 
rules  in  the  agreement  that  specify  the  conditions  under  which 
goods  will  be  eligible  for  preference;  it's  purely  a  subjective  decision 
made  by  Customs  officers. 

In  the  United  States-Canada  Free  Trade  Agreement  and  in  the 
North  American  Free  Trade  Agreement,  we  made  a  very  great  ef- 
fort to  specify  the  conditions  under  which  goods  would  be  eligible 
for  preference  and  to  have  those  rules  printed  in  the  agreement  it- 
self. 

The  third  thing  we  wanted  was  to  make  sure  that  the  rules  could 
be  easily  enforceable.  And  I  think  we  have  been  largely  successful 
in  doing  this.  There  are  some  product  sectors  in  which  we  still  have 
some  concerns,  but  I  think  generally  we've  been  successful  in  devis- 
ing rules  that  Customs  officers  without  a  lot  of  special  training  can 
verify  fairly  quickly. 

We  are  now  turning  toward  the  process  of  implementing  the 
North  American  Free  Trade  Agreement.  I  know  it  may  appear  that 
we  are  somewhat  ahead  of  the  Congress  in  this,  but  the  task  of  im- 
plementation is  so  detailed  that  if  we  don't  start  now  we  won't  get 
the  job  done.  We've  created  nine  working  groups,  trilateral  working 
groups  with  representatives  of  all  three  governments,  to  work  on 
questions  like  uniform  regulations,  audit  procedures.  Customs  pro- 
cedures, all  of  the  various  issues  that  have  to  be  addressed  in  order 
to  make  the  agreement  work  smoothly  and  well. 
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We  expect  to  be  fully  prepared  on  January  1,  1994,  to  go  forward 
with  this  agreement  if  it's  approved  by  the  Congress.  Thank  you, 
Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Simpson  follows:] 
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STATEMENT  OF  JOHN  P,  SIMPSON 
DEPUTY  ASSISTANT  SECRETARY 
REGULATORY,  TARIFF  AND  TRADE  ENFORCEMENT 
DEPARTMENT  OF  THE  TREASURY 
BEFORE  THE 
HOUSE  COMMITTEE  ON  GOVERNMENT  OPERATIONS 
SUBCOMMITTEE  ON  COMMERCE,  CONSUMER,  AND  MONETARY  AFFAIRS 


MAY  4,  1993 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  am 
pleased  to  have  the  opportunity  to  appear  before  you  this  morning 
to  discuss  those  aspects  of  the  North  American  Free  Trade 
Agreement  related  to  rules  of  origin,  and  enforcement  and 
administration  of  the  NAFTA. 

Among  the  objectives  we  had  in  mind  when  we  began 
negotiation  of  the  NAFTA  two  years  ago  are  three  that  are  of 
special  interest  to  this  Subcommittee. 

First,  we  wanted  clear  and  predictable  rules  of  origin 
that  could  be  understood  by  the  commercial  community  and  enforced 
by  customs  administrations.   As  you  know,  rules  of  origin  are  the 
rules  that  the  NAFTA  provides  to  determine  whether  a  product 
should  be  treated  as  a  product  of  a  NAFTA  Party  and  thus  eligible 
for  preferential  treatment. 

We  believe  that  we  have  been  largely  successful  in 
developing  rules  of  origin  that  meet  our  objective.   The  rules 
are  based  on  the  concept  of  change  in  tariff  classification.   By 
this  we  mean  that  any  materials  that  are  not  wholly  obtained  in 
one  of  the  NAFTA  Parties  -  for  example,  agricultural  products 
grown  in  a  NAFTA  Party  or  minerals  extracted  from  its  soil  -  must 
undergo  substantial  processing  that  results  in  a  specified  change 
in  the  tariff  classification  to  which  the  materials  are  subject. 
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Tariff  classification  is  founded  on  the  international 
Harmonized  System  nomenclature,  which  the  United  States,  along 
with  Canada,  Mexico,  and  many  other  nations  have  adopted  as  the 
basis  for  their  tariff  laws.   Rules  of  origin  based  on  change  in 
tariff  classification,  which  is  the  approach  we  used  principally 
for  rules  of  origin  in  the  U.S. -Canada  Free  Trade  Agreement, 
establish  a  standard  that  provides  to  both  international  traders 
and  domestic  interests  concerned  about  international  competition 
a  clear  understanding  of  the  circumstances  under  which 
preferential  treatment  is  allowed. 

Another  objective  in  the  NAFTA  negotiations  was  to 
ensure  that  the  benefits  of  the  Agreement  are  secured  principally 
to  the  Parties  to  the  Agreement.   Therefore,  goods  given 
preference  under  the  NAFTA  must  be  either  wholly  obtained  in  a 
NAFTA  Party  or,  as  I  noted  a  moment  ago,  transformed  in  a  NAFTA 
Party  by  processing  operations  sufficiently  substantial  that  we 
are  warranted  in  treating  the  resulting  product  as  a  product  of  a 
NAFTA  Party. 

We  are  convinced  that  we  have  achieved  this  objective. 
Although  the  negotiations  with  Canada  and  Mexico  were  long  and 
complex,  and  although  the  interests  of  each  of  the  three  Parties 
are  somewhat  different,  we  have  reached  agreement  on  a  set  of 
origin  rules  that  strikes  the  appropriate  balance  between,  on  one 
hand,  giving  our  manufacturers  access  to  the  world  market  for 
necessary  materials  and,  on  the  other  hand,  ensuring  that 
products  of  non-NAFTA  countries  are  not  given  preferential 
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treatment  as  a  consequence  of  having  been  simply  passed  through 
another  NAFTA  Party  with  insignificant  processing. 

This  is  especially  true  with  respect  to  textile  and 
apparel  goods,  and  automotive  products.   In  the  NAFTA  we  have 
built  on  the  tough  rules  of  origin  in  the  U.S. -Canada  Free  Trade 
Agreement  and,  for  several  of  the  most  sensitive  products, 
including  textile  products  of  man-made  and  cotton  fibers,  we  have 
strengthened  the  rules  to  secure  the  maximum  benefits  for  NAFTA 
producers . 

A  third  objective  in  the  NAFTA  negotiations  was  to 
ensure  that  the  terms  of  the  Agreement  can  be  administered  and 
enforced  by  our  customs  administrations.   Let  me  describe  briefly 
the  elements  of  the  NAFTA  that  satisfy  us  that  this  objective  has 
been  achieved: 

(1)  Certificate  of  Origin  -  The  NAFTA  provides  for  a  common 
certificate,  to  be  executed  under  penalty  of  law  by  a  producer  or 
exporter,  certifying  that  goods  meet  the  NAFTA  requirements  for 
preferential  treatment.   Any  importer  who  claims  preferential 
treatment  must  have  that  certificate  in  his  possession  at  the 
time  he  files  his  claim.   An  importer  who  becomes  aware  of  false 
information  on  the  certificate,  or  who  has  reason  to  know  that 
the  information  is  likely  to  be  false,  must  report  that  to  the 
importing  Party's  customs  administration  or  be  liable  for 
penalties  under  domestic  law. 

Each  of  the  NAFTA  Parties  has  agreed  that  any  person 
subject  to  its  jurisdiction  who  falsely  executes  a  Certificate  of 
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Origin  will  be  liable  for  penalties  under  its  laws.   Records 
supporting  a  Certificate  of  Origin  must  be  retained  by  the 
exporter  or  producer  for  a  minimum  of  five  years.   Importers  are 
also  required  to  maintain  relevant  records  for  five  years. 

(2)  Verification  of  Claims  for  Preference  - 

From  the  first  day  of  the  negotiations  we  made  it  clear 
that  NAFTA  would  have  to  provide  us  with  satisfactory 
opportunities  to  verify  claims  for  preferential  treatment. 
Specifically,  we  needed  to  be  able  to  verify  information  on 
Certificates  of  Origin  by  direct  visits  to  the  premises  of 
exporters  and  producers  in  other  NAFTA  Parties.   As  expected, 
this  was  a  delicate  issue  for  all  three  countries.   No  one  of  us 
was  prepared  to  allow  activities  by  law  enforcement  agents  of 
another  country  to  be  carried  out  in  our  own  territories  without 
substantial  safeguards. 

The  NAFTA  strikes  the  correct  balance,  respecting  both 
the  need  of  each  NAFTA  Party  to  verify  claims  for  preferential 
treatment  and  the  need  to  ensure  the  presence  of  appropriate 
safeguards  for  its  own  citizens  who  are  subject  to  a  verification 
visit  by  officials  of  another  NAFTA  Party.   We  are  now  satisfied 
that  NAFTA  offers  us  both  the  means  to  detect  abuses  of  the  NAFTA 
benefits,  and  the  assurance  that  appropriate  corrective  action 
will  be  taken  by  the  other  Parties  when  abuses  are  discovered. 
The  arrangements  made  in  the  NAFTA  for  coordination  of 
administrative  matters,  for  cooperation  in  enforcement 
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activities,  and  for  consultation  in  the  event  that  difficulties 
arise,  offer  the  promise  that  NAFTA  will  function  smoothly,  and 
that  it  will  be  of  growing  benefit  to  the  economies  of  all  the 
Parties  in  years  to  come. 


69 

Mr.  Spratt.  Thank  you  very  much,  Mr.  Simpson.  Ms.  Hughes. 

STATEMENT  OF  ANN  H.  HUGHES,  DEPUTY  ASSISTANT  SEC- 
RETARY FOR  THE  WESTERN  HEMISPHERE,  U.S.  DEPART- 
MENT  OF  COMMERCE 

Ms.  Hughes.  Thank  you,  Mr.  Chairman.  First,  I'd  Hke  to  say 
that  the  situation  that  U.S.  exports  are  facing  now  in  the  Mexican 
market  prior  to  NAFTA  is  one  of  great  discrimination.  We  face 
myriad  regulations  in  the  Mexican  market  that  are  designed  to 
force  manufacturing  in  Mexico  for  the  Mexican  market.  As  a  result 
of  that,  U.S.  companies,  the  big  three  as  well  as  Nissan  and  VW, 
have  located  in  Mexico  for  the  Mexican  market. 

The  auto  decree  in  Mexico  requires  that  the  companies  purchase 
a  certain  amount  of  local  content  and  that  they  maintain  a  positive 
trade  balance;  that  is,  that  they  have  to  export  more  product  than 
they  import  in  order  to  supply  the  Mexican  market.  Last  vear  that 
requirement  was  2  to  1.  If  you  wanted  to  import  finished  vehicles 
into  Mexico,  you  had  to  export  twice  as  much  product  in  order  to 
import  the  finished  vehicles.  The  result  of  that  has  been  that  the 
United  States  does  not  export  very  many  vehicles  to  Mexico,  that 
our  exports  are  largely  parts  that  are  designed  for  assembly  in 
Mexico. 

The  Mexican  tariffs  are  significantly  higher  than  U.S.  tariffs. 
They  are  5  to  10  times  as  high  as  U.S.  tariffs,  in  fact.  The  Congres- 
sional Office  of  Technology  Assessment  has  done  a  study  of  the  rel- 
ative costs  of  the  auto  industry  between  the  United  States  and 
Mexico.  And  they  have  found  that  the  Mexican  labor  advantage  is 
offset  by  the  transportation  cost.  I  think  this  helps  explain  why 
U.S.  companies  have  not  invested  heavily  in  Mexico  in  order  to 
supply  the  United  States  market.  They  have  invested  in  Mexico  to 
meet  the  requirements  of  the  auto  decree  and  supply  the  Mexican 
market. 

The  negotiations  have  resulted  in  a  complete  removal  of  the  re- 
strictions of  the  auto  decree  and  the  truck  decree  in  Mexico  over 
a  10-year  period.  That  means  that  aft^r  10  years,  all  of  these  oner- 
ous requirements  will  be  phased  out  and  will  be  eliminated.  And 
these  will  be  phased  down  over  the  10-year  period,  creating  export 
opportunities  immediately  and  expanding  those  opportunities  over 
the  transition  period. 

The  transition  arrangements  do  permit  an  orderly  adjustment  for 
United  States  manufacturers  in  Mexico.  The  big  three  have  been 
required  to  meet  these  onerous  requirements.  They  have  had  to 
structure  their  investments  in  Mexico  in  ways  that  are  not  the 
most  efficient.  And  they  do  need  time  in  order  to  restructure  their 
investments  and  become  world  competitive. 

The  principle  mechanisms  that  the  Mexicans  have  used  are  the 
trade  balancing  requirements  that  I  mentioned.  Last  year  it  was  2 
to  1;  this  year  it's  1.75  to  1  if  you  want  to  import  finished  vehicles 
to  Mexico. 

As  a  result  of  NAFTA,  immediately,  that  requirement  will  go 
down  to  80  cents  per  dollar.  So  if  you  are  a  U.S.  company  and  vou 
want  to  export  to  Mexico,  you  have  to  import  80  cents  per  dollar 
or  four-fiflhs  of  what  you  export.  That  will  be  phased  down  to  55 
cents  in  10  years  and  then  totally  eliminated.  This  means  that  we'll 
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have  a  significant  opportunity  to  export  finished  vehicles  to  Mexico 
over  this  period  of  time. 

The  local  content  requirement  that  Mr.  Cox  raised  questions 
about  is  somewhat  complex.  The  companies  are  to  be  given  an  op- 
tion. Those  companies  that  currently  meet  the  requirement  of  36 
percent  of  local  content  or  exceed  that  level  will  be  allowed  to  have 
that  requirement  reduced  to  34  percent  in  the  first  year  and  then 
phased  down  to  29  percent  by  the  end  of  the  period,  then  that  re- 
quirement is  totally  eliminated. 

The  other  option  that  companies  can  choose  is  to  meet  the  re- 
quirement that  they  met  in  1992.  And  as  the  phasedown  under  the 
first  option  passes  that  level,  then  those  companies  will  be  able  to 
take  advantage  of  the  reduced  rate.  The  result  of  this  is  that  only 
one  company  will  opt  for  the  first  option;  that  is.  Ford  will  imme- 
diately have  its  local  content  requirement  reduced  from  36  percent 
to  34  percent.  Chrysler  will  choose  the  second  option,  which  means 
that  their  requirement  will  go  from  36  percent  to  32  percent,  and 
then  when  the  general  schedule  comes  down  they  will  be  reduced, 
as  well  as  Ford. 

General  Motors,  on  the  other  hand,  will  not  have  to  meet  the  36 
percent  requirement  when  NAFTA  goes  into  effect  but  instead  will 
be  allowed  to  meet  the  29  percent  requirement  that  it  met  in  1992. 
So  that  will  be  a  very  significant  reduction  for  Greneral  Motors.  And 
all  of  the  companies  will  achieve  significant  reductions. 

Now,  Mr.  Cox  did  raise  a  question  as  to  why  29  percent  was  cho- 
sen and  whether  or  not  that  would  be  eliminated  at  the  end  of  the 
period.  And  as  I  said  earlier,  yes,  it  will  be.  So  after  10  years  once 
the  level  is  achieved  at  29  percent,  it  will  be  totally  eliminated. 

Now  the  reason  the  phasedown  stopped  at  29  percent  is  that  it 
was  felt  that  that  level  actually  did  provide  a  reasonable  phaseout 
schedule.  Industry  experts  advised  us  that  in  the  assembly  oper- 
ation, normally  25  to  27  percent  of  the  cost  of  an  automobile  had 
to  be  produced  locally.  You  have  to  put  the  parts  together.  You 
have  to  paint  the  vehicle.  There  are  other  costs  that  can  only  be 
done  locally.  So  that  25  to  27  percent  was  required  in  the  assembly 
operation  onsite.  Therefore,  coming  down  to  29  percent  and  then 
totally  eliminating  it  afler  the  10-year  period  does  provide  for  a 
smooth  phaseout  process. 

There  are  other  very  significant  provisions  of  the  agreement. 
NAFTA  prohibits  Mexico  from  offering  special  deals  to  attract  new 
investment.  Any  new  manufacturer  has  to  meet  the  requirements 
in  effect  at  that  time  and  therefore  cannot  simply  come  in  and  take 
advantage  of  NAFTA  without  having  to  meet  those  basic  burdens. 

New  companies,  therefore,  will  have  to  manufacture  in  Mexico  in 
order  to  import  and  sell  in  Mexico  during  the  transition  period. 
After  that  time,  however,  United  States  companies  that  do  not 
manufacture  in  Mexico — that  is,  afler  the  10-year  period — those 
companies  will  be  able  to  export  to  Mexico  on  a  free  basis. 

The  truck  decree,  which  in  Mexico  applies  not  to  pickup  trucks 
but  to  medium  and  heavy  trucks,  is  being  totally  eliminated  on  day 
1  of  NAFTA  implementation.  That  means,  for  example,  the  40  per- 
cent local  content  requirement  is  eliminated  on  the  first  day  of 
NAFTA  for  medium  and  heavy  trucks.  To  provide  a  phasedown  the 
Mexicans  have  given  a  very  generous  import  quota  for  a  5-year  pe- 
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nod.  That  import  quota  will  be  phased  up  over  the  5-year  period 
and  then  totally  eliminated  so  that  medium  and  heavy  trucks  will 
be  permitted  into  Mexico  on  a  totally  free  basis  after  5  years. 

The  United  States  did  make  provision  for  treating  Mexican  pro- 
duction under  our  CAFE  standard,  that  is  the  corporate  average 
fuel  economy  requirements,  that  Mexican  production  would  be 
treated  the  same  as  Canadian  production  always  has  been;  that  is, 
permitting  North  American  manufacturers  to  fully  and  efficiently 
integrate.  However,  this  NAFTA  provision  does  not  aflFect  the 
CAFE  requirement,  and  the  United  States  has  the  unilateral  right 
to  change  that  requirement  as  we  see  fit. 

The  agreement  also  reduces  and  eliminates  tariffs — and  as  I 
said,  Mexico's  tariffs  are  much  higher  than  ours — and  those  will  be 
eliminated  over  the  period  of  the  transition.  Our  feeling  is  that  the 
NAFTA  opens  up  new  and  immediate  export  opportunities  for  the 
United  States  into  Mexico  of  $1.1  billion  for  medium  and  heavy 
trucks  and  buses  and  nearly  $1  billion  in  passenger  vehicles  and 
parts,  for  a  total  of  $2.2  billion  in  new  export  opportunities  when 
the  NAFTA  goes  into  effect. 

We  feel  that  this  encourages  greater  efficiency  and  international 
competitiveness  of  the  U.S.  automotive  industry  and  permits  the 
integration  of  that  industry  and  promotes  efficient  production  runs. 
It  permits  U.S.  exports  to  supplv  a  Mexican  demand  for  expanded 
product  lines.  We  feel  that  we  have  a  choice  now:  We  can  either 
keep  the  status  quo  and  permit  the  continuation  of  the  Mexican 
auto  and  truck  decrees  which  have  forced  the  movement  of  U.S. 
parts  investment  to  Mexico  and  permitted  virtually  no  U.S.  car  ex- 
ports, or  we  can  have  the  NAFTA  with  the  opportunity  to  export 
immediately  $2  billion  in  new  exports  to  Mexico. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Ms.  Hughes  follows:] 
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Mr.  Chairman,  thank  you  for  the  opportunity  to  discuss  with  the  Subcommittee  today  the 
North  American  Free  Trade  Agreement's  provisions  concerning  the  automotive  sector.    I  am 
pleased  that  my  colleague  from  the  U.S.  Department  of  the  Treasury  is  also  here  today  to 
discuss  the  rules  of  origin  which  apply  to  this  industry  because  I  know  that  is  a  key  interest. 

Introduction 

Before  I  turn  to  the  NAFTA,  let's  take  a  look  at  what  has  happened  to  U.S. -Canadian 
automotive  trade  as  a  result  of  bilateral  trade  agreements.    Free  trade  in  this  sector  has 
generated  substantial  trade  flows  between  the  United  States  and  Canada  and  the  U.S.  and 
Canadian  automotive  industry  has  become  highly  integrated.   Total  bilateral  automotive  trade 
(vehicles  and  parts)  reached  $54  billion  in  1992.   The  Big-3  automotive  assemblers  and  parts 
companies  operate  transborder  manufacturing.    Parts  and  components  flow  freely  back  and 
forth  across  the  border  during  production  processes.    U.S. -Canadian  production  operations 
have  been  largely  rationalized.    Models  produced  in  the  United  States  or  Canada  are  shipped 
back  and  forth  across  the  border  and  sold  freely  in  both  markets. 

The  Mexican  automotive  market,  however,  has  been  highly  regimented  and  insulated  by 
government-imposed  Automotive  Decrees,  beginning  in  1962.    These  successive  Auto 
Decrees  have  distorted  markets,  trade  and  investment  flows.    While  the  Big-3  have  long- 
standing investments  in  Mexico,  their  ability  to  import  has  been  strictly  limited.    Parts  used 
in  their  Mexican  assembly  operations  have  been  primarily  sourced  locally  and  vehicles  sold 
in  Mexico  have  been  almost  exclusively  Mexican-made.   Their  domestic  operations  are 
mostly  characterized  by  limited  production  runs,  inefficiently  producing  in  outdated  plants  a 
range  of  products  for  the  local  market.   Their  export  operations,  in  contrast,  are  highly 
efficient  and  produce  high  quality  products. 

Mexican  automotive  tariffs  are  5-10  times  U.S.  tariffs.    Automotive  Decree  trade  and 
investment  restrictions  limit  U.S.  exports  and  force  uneconomical  investment  in  Mexico  in 
order  to  gain  access  to  the  market.   The  requirement  to  manufacture  in  Mexico  in  order  to 
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sell  vehicles  forced  manufacturers  to  set  up  plants.    Local  content  restrictions  have  variously 
required  assemblers  to  purchase  specific  parts  from  local  suppliers,  or  to  purchase  a  set 
amount  from  a  set  of  local  producers,  and  forced  U.S.  parts  companies  to  invest  in  Mexico, 
resulting  in  inefficient  out-sourcing  and  de-integration  of  firms.   Trade  balancing  has 
virtually  barred  U.S.  vehicle  exports,  severely  limited  U.S.  parts  exports  and  forced 
manufacturers  in  Mexico  to  export. 

Total  U.S. -Mexican  bilateral  automotive  trade  (vehicles  and  parts)  was  $15.9  billion  in  1992, 
representing  the  largest  component  of  our  bilateral  trade  with  Mexico— 21%.    In  1992 
automotive  exports  to  Mexico  were  $6.8  billion  and  imports  were  $9.2  billion,  yielding  a 
$2.4  deficit.    U.S.  parts  exports  have  more  than  tripled  from  $1.8  billion  in  1986  to  $6.5 
billion  in  1992.   Our  bilateral  automotive  trade  has  seen  the  autoparts  deficit  shrink  while  our 
vehicle  deficit  has  grown.   This  trend,  forced  by  the  trade  balancing  requirement,  we  expect 
to  reverse  under  NAFTA  as  U.S.  vehicle  exports  grow. 

The  full  liberalization  of  Mexico's  market  under  the  NAFTA  will  create  export 
opportunities  and  jobs  for  U.S.  firms.   The  Congressional  Office  of  Technology 
Assessment  report  states  that  NAFTA 's  changes  in  trade  balance  and  local  content  mean 
increased  U.S.  exports,  saving  U.S.  jobs.    More  jobs  will  be  created  if  the  Mexican  market 
expands.    It  states  that,  "  ...cheap  labor  currently  provides  little  or  no  incentive  to  build  a 
new  assembly  plant  in  Mexico... By  the  time  Mexico's  supplier  base  develops— and  its 
transportation  system  improves,  so  that  shipping  costs  decline-lower  labor  content  will 
reduce  the  advantages  Mexico  can  expect  from  low  wages."    (U.S.  Congress,  Office  of 
Technology  Assessment,  U.S. -Mexico  Trade:  Pulling  Together  or  Pulling  Apart?,  ITE-545 
(Washington,  DC:  U.S.  Government  Printing  Office,  October  1992,  p.  145) 

Some  people  wonder  how  U.S.  autoworkers  can  compete  with  lower  paid  Mexican  workers. 
There  are  a  number  of  reasons.    But  perhaps  a  comparison  of  unit  costs  of  production  in  the 
U.S.  and  Mexican  markets,  as  the  Congressional  Office  of  Technology  Assessment  has  done, 
helps  explain.   OTA's  study  showed  a  $410  labor  differential  between  the  U.S.  and  Mexico. 
However,  the  Mexican  labor  advantage  in  total  production  costs  was  offset  by  higher 
Mexican  transportation  costs.    Furthermore,  the  labor  component  in  the  automotive  industry 
is  a  small  portion  of  assembly  costs,  and  declining.    Estimates  indicate  that  there  is  only  an 
average  14-16  hours  of  labor  per  unit  in  the  United  States  and  Canada,  and  that  figure  is 
declining.    In  other  words,  the  total  cost  differential  between  the  United  States  and  Mexico  in 
this  sector  favors  U.S.  production  and  jobs. 

n.   NAFTA  Benefits 

The  NAFTA  establishes  free  trade  in  automotive  goods  in  North  America  in  ten  years  and 
eliminates  the  state's  role  in  determining  trade  and  investment  flows  and  conditions.    It 
creates  significant  export  opportunities  for  U.S.  vehicle  and  parts  industries  by  dismantling 
barriers  to  U.S.  exports.   Transition  arrangements  permit  orderly  adjustment  for  U.S. 
manufacturers  in  Mexico.   This  means  our  manufacturers  will  have  preferred  access  to  a 
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market  where  sales  of  motor  vehicles  are  projected  to  more  than  double  from  roughly  710 
thousand  units  in  1992  to  1.6  million  by  2005.     NAFTA  means  that  U.S.  automobile 
companies  will  be  able  to  export  more  U.S. -built  vehicles  to  Mexico  and  will  help  them 
launch  exports  from  Mexico  to  the  rest  of  Latin  America. 

Trade  Balancing 

NAFTA  dramatically  reverses  and  eliminates  Mexico's  trade  balancing  requirement,  under 
which  manufacturers  must  have  a  trade  surplus  in  order  to  import  vehicles.    The  current 
requirement  specifically  prohibits  a  deficit  in  automotive  trade,  and  requires  that 
manufacturers  earn  1 .75  times  the  value  of  foreign  exchange  (through  exporting)  for  every 
dollar  of  vehicles  they  want  to  import. 

Under  NAFTA:  . 

►  The  export  requirement  in  the  trade  balance  equation  (currently  $1.75  in  exports  for 
every  dollar  in  imports  for  vehicles  and  one-for-one  for  parts)  is  cut  immediately  to 
80  cents  and  phased  down  to  55  cents  over  ten  years,  before  it  is  eliminated; 

►  U.S.  parts  exports  gain  greater  access  for  use  in  the  Mexican  domestic  market;  and 

►  manufacturers'  requirement  to  export  to  the  United  States  from  Mexico  is  reduced. 

Industry  advisors  called  trade  balancing  elimination  "the  single  most  significant 
accomplishment  of  the  NAFTA  automotive  negotiations... This  step... will  substantially 
improve  prospects  for  continued  growth  in  U.S.  exports  of  vehicles  and  parts  to  Mexico 
during  the  transition  and  beyond  it." 

Under  NAFTA,  U.S.  passenger  vehicle  exports  could  increase  (from  $164  million  in  1992  to 
nearly  $1  billion  in  1994).   These  increased  sales  could  not  have  happened  under  the  current 
Mexican  Auto  Decree.    Analysts  expect  that  Mexican  demand  would  be  principally  for  high 
value-added  vehicles,  which  would  be  satisfied  from  existing  U.S.  production  capacity. 

Local  Content 

Under  NAFTA,  Mexico's  local  content  requirement  of  36%  will  be  reduced  immediately 
either  to  34%  or  the  level  each  company  actually  reached  in  1992.    For  Ford,  this  means  a 
reduction  to  34%  for  the  first  5  calendar  years.    It  will  then  drop  one  percentage  point  per 
year  until  eliminated  in  year  10.    For  General  Motors  this  means  an  immediate  reduction  to 
around  30%  and  for  Chrysler,  an  immediate  reduction  to  around  32%;  these  two  companies 
will  also  receive  future  reductions  during  the  ten  year  transition.    Of  course  all  companies 
benefit  from  the  elimination  of  the  requirement  at  the  end  of  the  transition  period  in  2004. 
The  current  requirement  was  forcing  U.S.  parts  makers  to  move  to  Mexico  to  supply  the  Big 
3. 
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Under  NAFTA: 

»■  more  direct  U.S.  parts  exports  can  be  used  in  cars  assembled  in  Mexico,  creating 

potential  U.S.  export  opportunities  of  $200-$400  million; 


► 


pressure  will  be  eliminated  for  U.S.  parts  firms  to  invest  in  Mexico  to  supply  the 
local  market; 

►  the  Mexican  parts  suppliers'  local  content  requirement  will  be  eased  from  30%  to 
20%,  so  more  U.S.  content  can  go  into  "Mexican"  parts;  and 

►  maquila  parts  production  may  now  qualify  to  be  sold  into  the  Mexican  domestic 
market  and  count  as  local  content.    U.S. -based  firms  established  as  subsidiaries  in 
Mexico  incorporate  more  U.S.  components  than  Mexican  parts  and  support  U.S.  jobs. 

New  companies  must  meet  the  requirement  on  their  production  in  Mexico  and  on  net 
exports,  which  inhibits  new  investment  in  Mexico  for  export  to  the  U.S.    Without  NAFTA, 
required  local  content  purchases  would  have  to  increase,  representing  foregone  sales 
opportunities  for  U.S.  parts  exporters  as  the  Mexican  market  grows. 

Other  Provisions 

The  requirement  to  manufacture  in  Mexico  in  order  to  import  is  retained  during  the 
transition,  which  means  that  new  companies  must  assume  the  burdens  of  manufacturing  in 
Mexico,  just  as  U.S.  firms  had  to,  if  they  want  to  import  and  sell  vehicles.   This  effectively 
precludes  non-manufacturers  from  entering  the  market  but  more  importantly,  ensures  that 
new  firms  do  not  get  off  to  a  better  start  than  our  firms. 

NAFTA  immediately  terminates  Mexico's  Truck  Decree  (heavy  trucks  and  buses)  which 
virtually  barred  U.S.  exports.    It  provides  a  large  five-year  quota  for  U.S. -built  trucks  and 
buses.    Based  on  1992  production  levels,  the  quota  (65%  of  production)  is  worth  over  $1.1 
billion  at  implementation  and  it  grows  (80%  of  production  in  years  4-5),  possibly  to  $1.7 
billion  in  year  five  of  the  transition.    In  year  6  cuid  thereafter,  there  are  no  quantitative 
restrictions  (other  than  reduced  tariffs)  on  U.S.  truck  exports  to  Mexico. 

NAFTA  liberalization  in  land  transportation  and  leasing  services  will  also  increase  demand 
for  U.S.  trucks  and  buses.    Expanding  cross-border  cargo  flows  will  require  a  larger  truck 
fleet  that  meets  U.S.  standards.    Leasing  provisions  mean  truck  and  bus  companies  operating 
in  Mexico  no  longer  need  to  own  vehicles  outright,  so  U.S.  firms  can  set  up  to  provide 
leasing  and  maintenance  services,  further  expanding  market  opportunities  for  U.S. -built 
trucks. 

Under  U.S.  Corporate  Average  Fuel  Economy  (CAFE)  standards,  Mexican  production  will 
be  treated  the  same  as  Canadian  production  always  has  been,  which  will  permit  North 
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American  manufacturers  to  fully  and  efficiently  integrate.    NAFTA  does  not  affect  the  actual 
27.5  mpg  CAFE  requirement  or  the  unilateral  right  of  the  United  States  to  change  or  raise  it. 

NAFTA  immediately  reduces,  and  eliminates  Mexican  10-20%  tariffs  (5-10  times  U.S. 
rates),  opening  the  rapidly  expanding  Mexican  market  to  greater  U.S.  automotive  exports, 
particularly  vis-a-vis  imports  from   Asia  to  which  tariffs  still  apply.    For  Mexico,  cars  and 
light  trucks  will  be  halved  to  10%  immediately,  eliminated  for  trucks  in  5  years  and  cars  in 
10  years.    For  the  United  States,  the  light  truck  tariff  will  be  cut  to  10%  immediately  and 
eliminated  in  5  years;  the  car  tariff  will  be  eliminated  at  implementation.    For  parts:    Mexico 
will  eliminate  its  tariff  in  5  years  on  75%  by  value  and  in  10  years  on  the  rest;  some  U.S. 
tariffs  will  be  eliminated  over  5  and  some  over  10  years. 

NAFTA  ends  Mexican  investment  discrimination.    Mexico  may  not  impose  any  new 
requirements  or  restrictions  like  export  or  local  content  requirements  on  U.S.  investors 
during  or  after  the  transition.    NAFTA  makes  the  de  facto  ability  of  U.S.  companies  to  have 
100%  ownership  of  assemblers  and  some  parts  suppliers  de  jure,  and  increases  allowable 
foreign  ownership  of  other  parts  enterprises  from  40  to  49%  at  implementation  and  100% 
after  five  years.    Aftermarket  investment  is  fully  liberalized  immediately.    U.S.  companies 
will  be  free  to  control  their  investments  resulting  in  rational  production  and  sourcing 
decisions  and  as  U.S.  companies  in  Mexico  use  far  greater  levels  of  U.S.  components  than 
purely  Mexican  investment  does,  U.S.  exports  will  increase. 

The  NAFTA  countries  will  also  create  a  North  American  Automotive  Standards  Council  to 
seek  harmonization,  on  a  voluntary  basis,  of  federal  government  technical  regulations  in  the 
safety  and  emissions  areas.    Standards  in  these  important  areas  will  not  be  weakened  as  a 
result  of  NAFTA  but  rather  the  Council  will  provide  an  excellent  opportunity  to  work  toward 
compatible  technical  regulations  throughout  North  America  with  major  benefits  for 
automotive  safety  and  the  environment  and  industrial  efficiency. 

Summary 

If  adopted,  the  North  American  Free  Trade  Agreements  automotive  provisions  will: 

end  the  Mexican  Auto  and  Truck  Decrees 

ends  trade  balancing 

ends  local  content  requirements 

ends  forced  manufacturing  presence 

ends  forced  exports  and  investment  shifts 

ends  high  tariffs 
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►  preserves  U.S.  CAFE  requirements  and  our  right  to  change  them 

►  creates  incentives  to  use  North  American  parts  in  North  American  production 

►  ends  forced  establishment  of  inefficient  duplicate  Mexican  production  facilities 

►  permits  U.S.  exports  to  supply  Mexican  demand  for  expanded  product  line 

*■         encourages  standardization  of  automotive  products  throughout  North  America 
and  the  efficiencies  obtained  thereby 

►  encourages  greater  international  competitiveness  in  the  North  American 
automotive  industry,  and  permits  integration  and  promotes  more  efficient 
production  runs 

►  allows  satisfaction  of  Mexican  domestic  demand  through  importing  a  variety  of 
vehicles  rather  than  producing  locally 

In  more  prosaic  terms,  Mr.  Chairman,  the  sum  total  of  these  provisions  means  NAFTA 
permits  greater  U.S.  exports  of  automotive  products  to  Mexico  and  will  create  new  U.S. 
jobs. 

The  North  American  Free  Trade  Agreement  presents  us  with  a  choice:  we  can  continue  the 
status  quo  and  by  so  doing,  continue  the  Mexican  Automotive  Decree  with  its  pressure  on 
U.S.  parts  companies  to  invest  and  produce  in  Mexico  rather  than  in  the  United  States, 
continue  the  Decree's  virtual  ban  U.S.  vehicle  exports,  or  we  can  have  the  NAFTA  with  its 
potential  for  $2  billion  in  additional  U.S.  automotive  exports  and  U.S.  jobs.    I  submit  the 
choice  is  a  simple  one  to  make. 
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Mr.  Spratt.  Thank  you  very  much,  Ms.  Hughes. 

Our  final  witness  for  this  panel  is  Mr.  Samuel  H.  Banks,  who  is 
the  Acting  Deputy  Commissioner  of  the  U.S.  Customs  Service.  Mr. 
Banks. 

STATEMENT  OF  SAMUEL  H.  BANKS,  ACTING  DEPUTY 
COMMISSIONER,  U.S.  CUSTOMS  SERVICE 

Mr.  Banks.  Thank  you,  Mr.  Chairman.  It's  the  goal  of  the  U.S. 
Customs  Service  to  be  fully  ready  to  effectively  administer  and  en- 
force the  NAFTA  as  of  January  1,  1994,  in  anticipation  of  its  pos- 
sible passage  by  the  Congress.  We  really  envision  that  there  are 
two  major  enforcement  and  compliance  concerns  that  we  expect. 

The  first  addresses  the  vast  majority  of  law  abiding  importers 
that  want  to  follow  the  rules  but  may  not  understand  the  rules. 
Our  No.  1  job  is  to  try  to  take  care  of  those  first  and  to  make  sure 
that  they  understand  what  is  required  in  order  to  bring  goods  into 
the  United  States,  what  rules  that  they  have  to  meet,  and  to  try 
to  gain  their  voluntary  compliance — that's  really  job  No.  1 — and  to 
make  sure  that  our  officers  also  know  those  rules,  apply  those  rules 
uniformly  and  with  some  degree  of  predictability  to  those  importers 
that  are  trying  to  take  advantage  of  the  NAFTA  trade  preferences. 

The  No.  2  challenge  addresses  those  that  may  not  be  willing  to 
act  quite  as  lawfully,  to  address  those  people  that  may  want  to  try 
to  utilize  the  NAFTA  agreement  to  circumvent  some  of  the  provi- 
sions. There  is,  with  lower  duties  and  with  some  of  the  reductions 
in  quotas,  somewhat  of  an  incentive  for  people  to  try  to  transship 
through  NAFTA  countries  and  come  into  the  United  States,  try  to 
conceal  the  actual  origin  of  the  goods.  And  so  that  is  going  to  be 
a  major  concern  of  ours  in  order  to  try  to  prepare  for  it  or  prevent 
that  possibility  fi*om  happening  to  the  maximum  extent  possible. 

We're  addressing  both  of  these  enforcement  issues.  On  the  first 
count,  for  those  people  that  want  to  do  the  job  correctly  of  import- 
ing into  the  United  States,  we've  got  a  massive  education  effort 
that  we  are  laying  out  right  now  and  a  massive  information  effort 
that  we  are  laying  out.  We've  got  FLASH  faxes.  We've  got  help 
desks  that  people  can  call  in  and  get  advice.  We've  created  elec- 
tronic bulletin  boards  in  order  to  try  to  provide  draft  regulations 
and  information  as  we  proceed  through  this  exercise  of  laying  out 
the  rules. 

Mr.  Simpson  mentioned  to  you  the  number  of  teams  that  we 
have  established,  theses  nine  teams.  And  we're  trying  to  create  doc- 
uments under  each  of  these  teams  for  things  like  audit  procedures, 
what's  going  to  be  required;  for  marking,  to  make  sure  people  un- 
derstand how  they  can  comply  with  these  rules;  operational  proce- 
dures, how  to  fill  out  an  exporters  certificate  of  origin,  which  really 
is  a  critical  form  to  be  able  to  show  that  you've  complied  with  the 
NAFTA  rules;  automation  procedures,  to  have  those  in  place  and 
have  the  industry  up  and  ready  to  proceed  with  the  automation  ef- 
forts as  well  as  ourselves;  and  to  get  the  regulations  out  and  in 
final  by  January  1. 

We  are  also  trying  to  structure  issues  for  problem  resolution. 
One  of  the  things  that  we're  trying  to  do  is  to  provide  advance  rul- 
ings to  importers  and  to  exporters  that  want  to  move  goods.  And 
as  a  matter  of  fact,  in  the  NAFTA  agreement,  we've  provided  that 
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opportunity  for  Canada  and  Mexico  to  also  provide  United  States 
exporters  with  advance  rulings.  It  improves  predictability.  It  elimi- 
nates problems  up  front. 

The  other  side  of  this  equation  has  to  do  with  the  possibilitv  of 
violations,  the  policing  part  of  our  job.  And  it  was  mentioned  by 
GAO  this  morning  that  the  first  thing  that  really  has  to  be  done 
is  a  fiill-scale  analysis  of  what  are  your  risk  areas,  what  are  your 
threats. 

One  of  the  analyses  that  we've  already  completed  shows  that 
there's  16,000-plus  importers  of  goods  firom  Mexico.  By  value,  the 
top  50  importers  represent  46  percent  of  the  value  of  goods  im- 
ported. So  our  beginning  point  is  going  to  be  on  those  top  50  im- 
porters because  that's  the  bulk  of  the  volume. 

If  you  look  at  the  top  50  manufacturers  and  exporters  from  Mex- 
ico, the  top  50  represent  68  percent  of  the  value  of  goods  imported. 
So  we  have  begun  the  analysis  process.  We've  got  trade  analysis 
teams  and  we're  even  using  artificial  intelligence  in  order  to  track 
where  our  potential  enforcement  problems  are  from  these  hard  core 
violators. 

The  second  step  in  that  process  is  really  having  the  authority  to 
be  able  to  take  the  necessary  actions.  And  we  believe  that  there's 
many  things  in  the  NAFTA  that  provide  that  capability. 

For  the  first  time,  we're  going  to  be  able  to  have  import  special- 
ists, our  trade  experts,  and  auditors  go  down  into  Mexico  to  sit 
down  and  review  their  books,  to  go  down  and  look  at  do  they  have 
the  production  capability.  We  have  the  authority,  even  on  these 
jump  teams,  on  possible  quota  violations,  to  go  down  into  Mexico. 
And  even  though  there  are  notification  procedures  for  most  of  these 
visits,  they  are  abbreviated  for  these  real  enforcement  jump  team 
efforts  in  order  to  verify  that  yes,  indeed,  they  do  have  the  produc- 
tion capability  for  these  textiles  coming  in. 

So  there  are  a  number  of  enforcement  provisions  in  the  NAFTA 
that  are  going  to  assist  this  process.  And  I  have  to  tell  you  our  re- 
lationship with  Mexican  Customs  and  with  Canadian  Customs 
right  now  is  excellent  and  we're  working  in  a  true  cooperative  spir- 
it and  we  believe  that  much  is  going  to  oe  accomplished  in  that  re- 
gard. 

Lastly,  I  would  mention  the  tools  that  we  have  available  to  us, 
inspection,  onsite  document  reviews  by  import  specialists  going  in. 
We  have  importer-exporter-producer  interviews  and  questionnaires. 
We  have  lab  tests.  We  have  audits.  And  we  have  investigations. 
The  sanctions  that  were  mentioned  earlier,  we  have  seizure  au- 
thorities. First,  we  have  detention  authorities.  We  have  seizure  au- 
thorities. We  have  civil  penalties.  And  we  have  criminal  sanctions. 

I  guess,  if  nothing  else,  what  I'd  like  to  try  to  do  today  is  express 
the  commitment  of  the  Customs  Service  that  we  are  going  to  be  to- 
tally ready  to  enforce  and  administer  this  agreement  as  of  January 
1.  In  anticipation  of  this,  we  have  added  resources,  especially  to  the 
southwest  border. 

Three  hundred  new  inspectors  are  scheduled  to  be  brought  on 
board  this  year  and  next.  The  Congress  has  approved  over  $360 
million  in  facility  improvements  so  that  we  can  do  our  inspection 
lob,  do  the  job  we  need  to  do  and  still  move  the  merchandise.  We 
nave  expanded  our  automation  capabilities  all  the  way  across  that 
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border  so  that  we  can  do  better  targeting  and  do  more  efficient 
processing.  We've  also  added  in  some  import  specialists  in  the  last 
couple  of  years  and  some  auditors. 

As  mentioned  by  GAO,  we  have  created  trade  enforcement  strat- 
egies that  bring  the  combined  resources  of  the  Customs  Service, 
and  the  No.  1  priority  in  that  trade  enforcement  strategy  is  the  en- 
forcement of  trade  agreements  including  the  NAFTA,  if  it's  put  into 
place. 

I  don't  think  there  is  any  doubt,  like  any  other  trade  agreement, 
NAFTA  will  represent  its  enforcement  challenges  to  us.  And  it's  not 
always  going  to  be  the  easiest  thing  to  enforce.  However,  we  were 
involveci.  Customs  Service  was  involved  in  the  negotiations;  we  had 
an  opportimity  to  provide  for  some  of  these  authorities  that  we  felt 
were  necessary.  I  think  we're  better  prepared  than  we've  ever  been 
for  any  other  agreement,  and  I  personally  believe  that  this  is  one 
that  we  can  do. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Banks  follows:] 
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CUSTOMS  NAFTA 

TESTIMONY  OF 

SAMUEL  H.  BANKS 

ACTING  DEPUTY  COMMISSIONER 

U.S.  CUSTOMS 

BEFORE  THE 

COMMERCE,  CONSUMER,  AND  MONETARY  AFFAIRS 

SUBCOMMITTEE 

HOUSE  GOVERNMENT  OPERATIONS 

COMMITTEE 

MAY  4,  1993 

MR.  CHAIRMAN  AND  MEMBERS  OF  THE  SUBCOMMITTEE: 

IT  IS  A  PLEASURE  TO  BE  HERE  TODAY  AND  TO  HAVE  AN  OPPORTUNITY  TO 
BRIEF  YOU  ON  OUR  EFFORTS  IN  PREPARING  TO  EFFECTIVELY  ADMINISTER  AND 
ENFORCE  THE  NAFTA.  IF  THE  AGREEMENT  IS  APPROVED  BY  CONGRESS  THIS  YEAR, 
IT  COULD  BE  IMPLEMENTED  ON  JANUARY  1994.  THAT  DATE  IS  NOT  FAR  IN  THE 
FUTURE  AND  WE  ARE  ALREADY  PREPARING  FOR  IT. 

OUR  ABILITY  TO  ENFORCE  THE  RULES  OF  ORIGIN  WILL  DETERMINE  OUR 
ABILITY  TO  PREVENT  ABUSES  AND  PREVENT  NON-NAFTA  PRODUCTS  FROM  REAPING 
THE  BENEFITS  OF  THE  AGREEMENT.  BECAUSE  THE  RULES  OF  ORIGIN  IN  THE 
NAFTA  ARE  EXTREMELY  COMPLEX  AND  THE  ORIGIN  QUESTION  IS  CRITICAL  TO  THE 
AGREEMENT,  CUSTOMS  WILL  PROVIDE  TRAINING  TO  OUR  EMPLOYEES  CHARGED  WITH 
ENFORCING  THE  AGREEMENT  AND  TO  THE  TRADE  WHICH  WILL  SEEK  BENEFITS  UNDER 
THE  AGREEMENT.  AN  INTENSIVE  TRAINING  PROGRAM  BOTH  FOR  CUSTOMS 
PERSONNEL  AND  THE  TRADE  COMMUNITY  IS  THE  MOST  EFFECTIVE  WAY  OF  ASSURING 
THAT  ALL  CONCERNED  UNDERSTAND  AND  ARE  ABLE  TO  APPLY  THE  RULES 
ACCURATELY.  FIRST,  WE  ARE  DEVELOPING  A  CONCERTED  TRAINING  EFFORT  THAT 
WILL  TRAIN  IMPORTERS,  EXPORTERS  AND  OUR  FIELD  OFFICES  IN  THE  NORTHERN 
AND  SOUTHERN  BORDER  AND  SEAPORTS  AND  AIRPORTS  AS  WELL.  THE  MORE  THE 
TRADE  KNOWS  ABOUT  THE  AGREEMENT  AND  THE  MORE  COMFORTABLE  THEY  ARE  WITH 
ITS  FEATURES,  THE  EASIER  IT  WILL  BE  FOR  US  TO  ADMINISTER  IT,  AND  THE 
MORE  THE  TRADE  WILL  UNDERSTAND  ITS  REQUIREMENTS. 

WE  WILL  CONDUCT  NOT  JUST  GENERAL  NAFTA  TRAINING,  BUT  ALSO  SECTOR 
TRAINING  -  ESPECIALLY  IN  SENSITIVE  SECTORS  WITH  COMPLEX  RULES  SUCH  AS 
TEXTILES,  ELECTRONICS  AND  STEEL.  WE  ARE  WORKING  WITH  THE  DIFFERENT 
TRADE  ORGANIZATIONS  TO  DEVELOP  A  TRAINING  PACKAGE  THAT  WILL  MEET  BOTH 
OUR  NEEDS  AND  THOSE  OF  THE  TRADE.  IN  THE  AREA  OF  SECTOR  TRAINING,  WE 
INTEND  TO  TRAIN  THE  TRADE  COMMUNITY  IN  HOW  TO  INTERPRET  AND  APPLY  THE 
RULES  OF  ORIGIN  WHILE  THEY  WILL  PROVIDE  TRAINING  TO  OUR  FIELD  OFFICES 
ON  HOW  TO  IDENTIFY  THE  DIFFERENT  PRODUCTS  SO  THAT  WE  CAN  ASSURE  THAT 
THE  RULES  OF  ORIGIN  ARE  APPLIED  CORRECTLY  AND  OUR  FIELD  OFFICERS  ARE 
ABLE  TO  EFFECTIVELY  ENFORCE  THEM  .  BECAUSE  THESE  RULES  ARE  VERY  COMPLEX 
IN  MANY  AREAS  AND  CAN  BE  DIFFICULT  TO  UNDERSTAND,  WE  HAVE  BEEN 
CREATING  EXAMPLES  IN  LAYMEN'  S  TERMS  OF  ALL  THE  RULES  THAT  WILL  BE  USED 
IN  OUR  TRAINING  EFFORT. 

AS  PART  OF  OUR  EFFORT  TO  DEVELOP  A  KNOWLEDGEABLE  TRADE  COMMUNITY 
THAT  IS  AWARE  OF  ITS  RESPONSIBILITIES,  WE  HAVE  ESTABLISHED  A  HELP  DESK 
AT  CUSTOMS  HEADQUARTERS  .  CUSTOMS  REPRESENTATIVES  WILL  ANSWER  QUESTIONS 
ON  NAFTA  FROM  THE  PUBLIC  AND  WILL  BE  ABLE  TO  GIVE  THE  LATEST 
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INFORMATION  ON  IMPLEMENTATION.  THE  DESK  IS  OPEN  MONDAY  THROUGH  FRIDAY 
FROM  8:00  AM  TO  5:00  PM  EST. 

IN  ADDITION  TO  THE  HELP  DESK,  WE  ALSO  HAVE  A  FLASH  FAX  SYSTEM 
THAT  WILL  FAX  DIRECTLY  TO  THE  CALLER'S  FAX  MACHINE  A  SERIES  OF 
DOCUMENTS  RELATED  TO  NAFTA.  IT  IS  A  SIMPLE  PROCESS.  A  RECORDING 
GUIDES  THE  CALLER  THROUGH  THE  PROCESS  AND  A  MENU  DESCRIBES  WHICH 
DOCUMENTS  ARE  AVAILABLE.  THROUGH  THE  FAX  SYSTEM  A  CALLER  CAN  OBTAIN 
INFORMATION  ON  TEXTILES,  DRAWBACK,  SPECIAL  AGRICULTURE  REQUIREMENTS, 
AND  OTHER  SPECIAL  AREAS.  THERE  WILL  ALSO  BE  INFORMATION  ON  THE 
CERTIFICATE  OF  ORIGIN,  THE  RULES  OF  ORIGIN,  THE  MARKING  RULES  OF 
ORIGIN,  IN  EACH  CASE  WITH  EXAMPLES  IN  LAYMEN'S  TERMS.  AS  WE  DEVELOP 
NEW  PROCEDURES  AND  DOCUMENTATION  WE  WILL  ADD  NEW  DOCUMENTS  TO  THE  FAX 
SYSTEM  SO  THAT  THE  LATEST  INFORMATION  IS  ALWAYS  AVAILABLE.  THE  FAX 
SYSTEM  IS  AVAILABLE  7  DAYS  A  WEEK,  24  HOURS  A  DAY,  AND  CAN  BE  ACCESSED 
FROM  ANY  PHONE  IN  THE  U.S. 

AS  PART  OF  OUR  TRAINING  EFFORT,  WE  ARE  ALSO  DEVELOPING  SEVERAL 
PUBLICATIONS.  THERE  WILL  BE  A  NAFTA  MANUAL  THAT  WILL  BE  A 
COMPREHENSIVE  GUIDE  FOR  IMPORTERS  AND  EXPORTERS  ON  NAFTA  REQUIREMENTS. 
IN  ADDITION,  THERE  WILL  ALSO  BE  A  NAFTA  BROCHURE  SIMILAR  TO  THAT 
DEVELOPED  FOR  THE  CFTA  THAT  WILL  PROVIDE  GENERAL  INFORMATION  FOR  THOSE 
THAT  MIGHT  BE  INTERESTED  IN  TAKING  ADVANTAGE  OF  THE  NAFTA  BUT  HAVE  NO 
KNOWLEDGE  OF  ITS  REQUIREMENTS. 

IN  ADDITION,  WE  INTEND  TO  LIST  PROPOSED  DRAFT  REGULATIONS  IN  THE 
CUSTOMS  BULLETIN  BOARD  SO  THAT  WE  CAN  SOLICIT  COMMENTS  FROM  THE  TRADE 
ON  AN  INFORMAL  BASIS.  IF  THERE  ARE  GOING  TO  BE  ANY  PROBLEMS,  WE  WANT 
TO  KNOW  ABOUT  THEM  NOW,  WHILE  WE  CAN  STILL  DO  SOMETHING  ABOUT  IT. 

WE  WILL  ALSO  ASSURE  THAT  ALL  DECISIONS  ARE  WIDELY  DISTRIBUTED. 
WE  ARE  AWARE  THAT  MORE  SHOULD  HAVE  BEEN  DONE  TO  EDUCATE  THE  PUBLIC 
AFTER  THE  CFTA  WAS  IMPLEMENTED.  THIS  TIME  WE  ARE  MAKING  SURE  THAT 
ALL  THE  KNOWLEDGE  OF  THE  CUSTOMS  SERVICE  WILL  BE  IN  ONE  PLACE  AND 
READILY  AVAILABLE. 

IN  ADDITION  TO  TRAINING,  THERE  ARE  MANY  OTHER  AREAS  THAT  NEED  TO 
BE  ADDRESSED  TO  ASSURE  STRICT  ENFORCEMENT:  AUDIT,  UNIFORM  REGULATIONS, 
RULES  OF  ORIGIN  FOR  MARKING,  OPERATIONAL  PROCEDURES,  AND  AUTOMATION 
CHANGES . 

IN  DETERMINING  WHAT  STEPS  WE  MUST  TAKE  TO  IMPLEMENT  NAFTA  WE  MUST 
TAKE  INTO  CONSIDERATION  OUR  TWO  MANDATES  -  ENFORCEMENT  AND 
FACILITATION.  THE  AGREEMENT  IS  EXPECTED  TO  GENERATE  A  TREMENDOUS 
AMOUNT  OF  TRADE  AND  IT  WILL  BE  UP  TO  CUSTOMS  TO  ASSURE  THAT  THIS  TRADE 
MOVES  QUICKLY  BUT  THAT  IT  DOES  NOT  PRESENT  A  DANGER  TO  EITHER  OUR 
ECONOMY  OR  THE  HEALTH  AND  WELL  BEING  OF  OUR  CITIZENS. 

UNLESS  CUSTOMS  DEVELOPS  APPROPRIATE  PROCEDURES  TO  IMPLEMENT  THE 
AGREEMENT  AND  ENSURES  THAT  CUSTOMS  FIELD  OFFICES,  IMPORTERS,  EXPORTERS 
AND  BROKERS  ARE  PREPARED  AND  UNDERSTAND  THE  REQUIREMENTS,  MANY  OF  THE 
HARD  WON  FEATXn^ES  OF  THE  AGREEMENT  MAY  BE  LOST.  IT  IS  ESPECIALLY 
IMPORTANT  TO  DEVELOP  PROCEDURES  THAT  ARE  ADEQUATE  TO  PREVENT  NON- 
QUALIFYING GOODS  FROM  RECEIVING  NAFTA  BENEFITS  BUT  ARE  NOT  SO 
CUMBERSOME  AS  TO  DISCOURAGE  LEGITIMATE  TRADE. 
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THE  AGREEMENT  INCLUDES  ^4ANY  PROVISIONS  THAT  HARMONIZE  PROCEDURES 
AND  ATTEMPT  TO  MAKE  CLEAR  WHAT  IS  EXPECTED  OF  THE  TRADE  AND  WHAT 
CUSTOMS  FUNCTIONS  WOULD  BE.  IT  ALSO  INCLUDES  PROVISIONS  THAT  ASSURE 
THAT  ANY  DIFFERENCES  OF  OPINION  AMONG  THE  THREE  CUSTOMS  ADMINISTRATIONS 
ARE  REDUCED  TO  A  MINIMUM  AND  THOSE  THAT  ARISE  ARE  RESOLVED  AT  A 
TECHNICAL  LEVEL  QUICKLY  BEFORE  THEY  ESCALATE  INTO  POLITICAL 
CONFRONTATIONS . 

FOR  EXAMPLE,  THE  THREE  CUSTOMS  ADMINISTRATIONS  WILL  DEVELOP 
UNIFORM  REGULATIONS  THAT  WILL  ENSURE  CONSISTENT  INTERPRETATION, 
APPLICATION  AND  ADMINISTRATION  OF  THE  RULES  OF  ORIGIN  BY  THE  THREE 
COUNTRIES . 

IN  SPITE  OF  THE  UNIFORM  REGULATIONS  THERE  MAY  STILL  BE  DISPUTES. 
THE  AGREEMENT  CREATES  A  TRILATERAL  CUSTOMS  WORKING  GROUP  TO  CONSULT  AND 
ATTEMPT  TO  RESOLVE  THESE  DIFFERENCES.  THIS  GROUP  WILL  HAVE  SPECIFIC 
TIME  PERIODS  TO  RESOLVE  DISPUTES  PROMPTLY.  THE  CUSTOMS  WORKING  GROUP 
AND  A  WORKING  GROUP  ON  RULES  OF  ORIGIN  WILL  ALSO  BE  RESPONSIBLE  FOR 
ADDRESSING  PROPOSED  MODIFICATIONS  OF  THE  RULES  OF  ORIGIN  AND  THE 
UNIFORM  REGULATIONS.  THIS  FEATURE  IS  VERY  IMPORTANT  AS  WE  IMPLEMENT 
THE  AGREEMENT  AND  FIND  THAT  THERE  WERE  ISSUES  THAT  WE  MISSED  OR  THAT 
ARE  NOT  CLEAR. 

IMPORTERS,  EXPORTERS  AND  PRODUCERS  WILL  BE  ABLE  TO  OBTAIN  ADVANCE 
RULINGS  FROM  THE  CUSTOMS  ADMINISTRATION  OF  THE  COUNTRY  WHERE  THE 
MERCHANDISE  WILL  BE  IMPORTED.  THESE  ADVANCE  RULINGS  WILL  BE  BINDING 
FOR  AS  LONG  AS  THE  PERSON  TO  WHICH  THE  RULING  WAS  ISSUED  IS  IN 
COMPLIANCE  WITH  THE  TERMS  OF  THE  RULJNG.  THESE  ADVANCE  .RULINGS  WILL 
PROVIDE  CERTAINTY  TO  THE  TRADE  COMMUNITY,  FACILITATE  EXPEDITED  SERVICE 
AT  THE  TIME  OF  ENTRY  AND  GIVE  THE  CUSTOMS  ADMINISTRATION  THE  CAPABILITY 
TO  DEMAND  THAT  PRODUCTS  BE  ENTERED  CORRECTLY. 

IF  THE  CUSTOMS  ADMINISTRATION  OF  ONE  OF  THE  NAFTA  COUNTRIES  WERE 
TO  ISSUE  A  RULING  IN  ERROR,  THE  CUSTOMS  ADMINISTRATION  ISSUING  THE 
RULING  COULD  DELAY  THE  REVOCATION  OR  MODIFICATION  OF  THE  RULING  FOR  UP 
TO  90  DAYS  IF  THE  PERSON  TO  WHOM  THE  RULING  WAS  ISSUED  RELIED  TO  ITS 
DETRIMENT  ON  THE  RULING. 

RULINGS  THAT  ARE  ISSITED  BY  THE  THREE  COUNTRIES  THAT  SET  A 
PRECEDENT,  ESTABLISH  POLICY  OR  SUBSTANTIALLY  CHANGE  AN  ESTABLISHED 
POLICY,  WILL  BE  EXCHANGED  BY  THE  THREE  COUNTRIES.  IF  THE  OTHER  TWO 
AGREE  ON  THE  RULING,  THEY  COULD  EACH  ISSUE  THE  RULING  AS  THEIR  OWN. 
IF  THEY  DISAGREE,  THE  CONSULTATION  PROCESS  ESTABLISHED  FOR  THE  CUSTOMS 
WORKING  GROUP  WOULD  BE  USED  UNTIL  THERE  IS  AN  AGREEMENT  ON  HOW  THE 
ISSUE  SHOULD  BE  RESOLVED.  AGAIN,  OUR  PURPOSE  THROUGHOUT  THE 
NEGOTIATIONS  WAS  TO  ACHIEVE  AS  HIGH  DEGREE  OF  UNIFORMITY  AS  POSSIBLE. 
IF  THERE  IS  UNIFORMITY  AND  TRANSPARENCY  IN  APPLICATION,  OUR  EXPORTERS 
KNOW  WHAT  TO  EXPECT  AND  CAN  PLAN  ACCORDINGLY. 

AN  ADDED  BENEFIT  PROVIDED  BY  THE  AGREEMENT  IS  THAT  FOR  THE  FIRST 
TIME,  THE  IMPORTING  COUNTRY  WILL  GIVE  EXPORTERS  AND  PRODUCERS  IN  OTHER 
NAFTA  COUNTRIES  SUBSTANTIALLY  THE  SAME  RIGHTS  OF  REVIEW  AND  APPEAL  OF 
ORIGIN  DETERMINATIONS  AND  ADVANCE  RULINGS  AS  IT  GIVES  IMPORTERS  IN  ITS 
TERRITORY.  TO  OBTAIN  THIS  RIGHT  THE  EXPORTER  OR  THE  PRODUCER  MUST  HAVE 
SIGNED  A  CERTIFICATE  OF  ORIGIN.  '  ONLY  THOSE  COMPANIES  SIGNING 
CERTIFICATES  OF  ORIGIN  WILL  BE  ABLE  TO  AVAIL  THEMSELVES  OF  THESE 
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RIGHTS . 

ADVANCE  RULINGS  AND  RIGHTS  OF  APPEAL  APPLY  NOT  ONLY  TO  ORIGIN 
FOR  PREFERENTIAL  TARIFF  RATES  BUT  ALSO  FOR  MARKING  DECISIONS.  UNDER 
THE  NAFTA,  THE  PRINCIPLE  OF  SUBSTANTIAL  TRANSFORMATION  FOR  ^4ARKING  HAS 
BEEN  MADE  MORE  SPECIFIC.  IT  IS  NO  LONGER  A  SUBJECTIVE  DECISION  THAT 
CAN  BE  DIFFERENT  FROM  CASE  TO  CASE.  THE  TRADE  WILL  KNOW  EXACTLY  WHAT 
IS  EXPECTED  AND  IT  WILL  THEN  HAVE  TO  COMPLY.  MARKING  FOR  PRODUCTS 
TRADED  AMONG  THE  NAFTA  COUNTRIES  WILL  FOLLOW  SOME  VERY  SPECIFIC  RULES. 
FIRST,  IF  THE  ARTICLE  QUALIFIES  FOR  PREFERENTIAL  TARIFF  TREATMENT,  IT 
CAN  BE  MARKED  WITH  THE  NAME  OF  THE  COUNTRY  WHERE  THE  REQUIRED  CHANGE 
OCCURRED.  IF  IT  DOES  NOT  QUALIFY,  IT  CAN  STILL  BE  MARKED  THIS  WAY,  IF 
IT  MEETS  A  RULE  OF  ORIGIN  DEVELOPED  FOR  MARKING  PURPOSES.  THESE 
MARKING  RULES  REQUIRE  THAT  THE  IMPORTED  COMPONENT  SUFFER  ENOUGH 
PROCESSING  TO  SATISFY  A  TARIFF  SHIFT  AND  SHOULD  HAVE  THE  SAME  RESULT 
AS  SUBSTANTIAL  TRANSFORMATION. 

DURING  NEGOTIATIONS,  CUSTOMS  WORKED  HARD  TO  HARMONIZE 
REQUIREMENTS  AMONG  THE  NAFTA  COUNTRIES.  ALTHOUGH  THIS  GOAL  WILL  NOT 
BE  REACHED  FOR  A  VERY  LONG  TIME,  WE  CAN  SEE  THE  FIRST  STEPS  IN  THE 
PROVISIONS  FOR  UNIFORM  REGULATIONS  AND  IN  THE  WORK  OF  OUR  OPERATIONAL 
PROCEDURES  AND  AUTOMATION  WORKING  GROUPS  . 

ONE  OF  THE  MOST  IMPORTANT  AREAS  IN  CUSTOMS  ADMINISTRATION  IS  THE 
EXPORTER'S  CERTIFICATE  OF  ORIGIN.  WE  NEED  A  WAY  TO  VERIFY  THAT  THE 
GOODS  CROSSING  THE  BORDER  QUALIFY  FOR  PREFERENTIAL  TREATMENT.  THE 
DOCUMENTATION  REQUIRED  TO  PROVE  ORIGIN  SHOULD  PROVIDE  ALL  THE 
INFORMATION  NEEDED  BY  CUSTOMS  WITHOUT  PLACING  AN  UNDUE  BURDEN  ON  THE 
IMPORTER  OR  THE  EXPORTER.  WE  USED  THE  CFTA  CERTIFICATE  AS  THE 
FRAMEWORK  ON  WHICH  TO  DEVELOP  ONE  FOR  THE  NAFTA.  HERE  OUR  EXPERIENCE 
WITH  THE  CFTA  PROVED  VERY  VALUABLE.  WE  KNOW  HOW  DIFFICULT  IT  IS  TO 
UNDERSTAND  AND  COMPLETE  THE  CFTA  CERTIFICATE.  THE  NEW  CERTIFICATE  WILL 
BE  MUCH  MORE  STREAMLINED  AND  USER  FRIENDLY.  TO  BEGIN  WITH,  THE 
CERTIFICATE  WILL  BE  THE  SAME  FOR  ALL  THREE  COUNTRIES.  IT  WILL  HAVE 
MUCH  CLEARER  INSTRUCTIONS  ON  HOW  TO  FILL  IT  OUT  AND  THE  LAYOUT  OF  THE 
CERTIFICATE  WILL  BE  SIMPLIFIED. 

ANOTHER  AREA  THAT  WILL  BE  OF  GREAT  HELP  IN  ASSURING  THAT  WE  CAN 
PROPERLY  ADMINISTER  THE  NAFTA  IS  AUTOMATION.  SOME  OF  THE  FEATURES  OF 
THE  AGREEMENT  LEND  THEMSELVES  TO  AUTOMATION,  WHILE  OTHERS,  DRAWBACK  FOR 
EXAMPLE,  REQUIRE  A  HIGH  DEGREE  OF  COORDINATION  AMONG  THE  THREE 
COUNTRIES.  AS  A  RESULT,  WE  HAVE  CREATED  AN  AUTOMATION  WORKING  GROUP 
THAT  WILL  LOOK  INTO  HARMONIZING  AUTOMATED  PROCEDURES.  ITS  GOAL  IS 
EVENTUALLY  TO  DEVELOP  THE  CAPABILITY  TO  ELECTRONICALLY  TRANSMIT 
DOCUMENTATION,  INCLUDING  THE  CERTIFICATE  OF  ORIGIN  AND  TO  EXCHANGE 
INFORMATION  AMONG  THE  THREE  COUNTRIES. 

TO  ASSURE  THAT  WE  ARE  ABLE  TO  PROPERLY  ENFORCE  THE  RULES  OF 
ORIGIN  AND  PREVENT  PRODUCTS  OF  NON-NAFTA  COUNTRIES  FROM  OBTAINING  THE 
BENEFITS  OF  THE  AGREEMENT,  WE  WORKED  VERY  CAREFULLY  WITH  THE 
VERIFICATION  PORTION  OF  THE  AGREEMENT.  FOR  THE  FIRST  TIME,  IMPORT 
SPECIALISTS  AND  AUDITORS  WILL  BE  ABLE  TO  GO  INTO  MEXICO  AND  VERIFY 
PRODUCTION  CAPABILITIES  AND  RECORDS  OF  EXPORTERS  AND  PRODUCERS.  ALSO, 
FOR  THE  FIRST  TIME,  MEXICO  HAS  COMMITTED  TO  PROVIDE  SUPPORT  IN  OUR 
VERIFICATIONS  IF  WE  SO  REQUEST.    THESE  CAPABILITIES  ARE  ALREADY 
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AVAILABLE  WITH  CANADA  UNDER  THE  PROVISIONS  OF  THE  CFTA.  WE  ARE 
CONFIDENT  OF  OUR  ABILITY  TO  ENFORCE  THE  AGREEMENT  AND  TO  PREVENT 
TRANSSHIPMENTS  OF  NON-NAFTA  PRODUCTS.  OUR  AUDITORS  ARE  WORKING  WITH 
MEXICO  AND  CANADA  IN  DEVELOPING  UNIFORM  PROCEDURES  FOR  PERFORMING 
AUDITS .  THEY  ARE  ALSO  DEVELOPING  TWO  AUDIT  MANUALS  -  ONE  INTERNAL  AND 
ONE  FOR  THE  PUBLIC  ON  WHAT  TO  EXPECT  FROM  AN  AUDIT.  THERE  WILL  BE  NO 
SURPRISES.  THE  INDUSTRY  WILL  KNOW  WHAT  TO  EXPECT  WHEN  THE  AUDITORS 
FROM  ANY  OF  THE  THREE  COUNTRIES  SHOW  UP  AT  THE  DOOR. 

WE  ARE  AWARE  THAT  THERE  ARE  SOME  VERY  SENSITIVE  SECTORS,  TEXTILES 
AND  AUTOS,  FOR  EXAMPLE,  THAT  WILL  REQUIRE  SPECIAL  CARE  IN  ADMINISTERING 
AND  ENFORCING  THE  AGREEMENT.  CANADA  IS  OUR  FOURTH  LARGEST  SUPPLIER  OF 
TEXTILES,  WHILE  MEXICO  IS  OUR  SIXTH.  CANADA'S  CHIEF  TEXTILE  EXPORTS 
TO  THE  U.S.  ARE  YARNS  AND  FABRICS,  WHILE  MEXICO  EXPORTS  PRIMARILY 
APPAREL.  FOR  BOTH  COUNTRIES,  THE  ABILITY  TO  EXPORT  TEXTILES  TO  THE 
U.S.  PLAYS  AN  IMPORTANT  ROLE  IN  THEIR  INDUSTRIES,  JUST  AS  EXPORTS  OF 
TEXTILES  TO  CANADA  AND  MEXICO  PLAYS  AN  IMPORTANT  ROLE  TO  OUR  TEXTILE 
INDUSTRY.  AS  THE  AGENCY  RESPONSIBLE  FOR  ADMINISTERING  AND  ENFORCING 
THIS  AGREEMENT,  WE  ARE  VERY  AWARE  THAT  THE  REDUCTION  IN  TARIFFS  AND 
QUOTAS  FOR  NAFTA  ORIGINATING  ARTICLES  MAY  BE  A  GREAT  INCENTIVE  FOR 
OTHERS  TO  TRANSSHIP  THROUGH  NAFTA  COUNTRIES  TO  AVOID  OTHER  COUNTRIES' 
QUOTA  RESTRICTIONS  OR  HIGH  TARIFF  RATES.  THE  INTEGRITY  OF  THE  NAFTA 
AGREEMENT  DEPENDS  ON  OUR  ABILITY  TO  ENSURE  THAT  THIS  DOESN'T  HAPPEN. 

WE  ANTICIPATE  THAT  THERE  WILL  BE  ENFORCEMENT  PROBLEMS  AS  A  RESULT 
OF  NAFTA  BUT  WE  ARE  PREPARING  FOR  THEM.  WE  INCLUDED  A  PROVISION  IN  THE 
AGREEMENT  THAT  EXEMPTS  VERIFICATION  OF  PRODUCTION  CAPABILITIES  IN 
RELATION  TO  TRANSSHIPMENTS  OF  QUOTA  PRODUCTS  FROM  THE  MOST  STRICT 
NOTIFICATION  REQUIREMENTS  OF  VERIFICATION  VISITS  .  THIS  PROVISION  WILL 
ALLOW  OUR  JUMP  TEAMS  TO  EFFECTIVELY  VERIFY  IF  TRANSSHIPMENTS  ARE 
OCCURRING  THROUGH  MEXICO  OR  CANADA. 

IMPORT  SPECIALISTS  ALONG  THE  SOUTHERN  BORDER  ARE  ALREADY 
CONDUCTING  COMPLIANCE  REVIEWS  WITH  U.S.  IMPORTERS  PARTICIPATING  IN 
THE  SPECIAL  REGIME  PROGRAM,  TO  ENSURE  THAT  U.S. FORMED  AND  CUT  FABRIC 
IS  USED  IN  THE  ASSEMBLY  OF  APPAREL  ITEMS  FROM  MEXICO.  PROCEDURES  FOR 
VERIFYING  NAFTA  COMPLIANCE  WILL  BE  VERY  SIMILAR,  EXCEPT  THE  PROCESS 
WILL  GO  BACK  ONE  STEP  FURTHER,  TO  ENSURE  THAT  THE  YARN  OR  FIBER  USED 
TO  MAKE  A  TEXTILE  IS  FROM  A  NAFTA  COUNTRY.  U.S.  CUSTOMS  HAS  REFERRED 
TO  THE  COMMITTEE  FOR  THE  IMPLEMENTATION  OF  TEXTILE  AGREEMENTS  17 
IMPORTERS  WHO  HAVE  BEEN  PROHIBITED  FROM  PARTICIPATING  IN  THE  PROGRAM 
FOR  EITHER  INADEQUATE  RECORD  KEEPING,  OR  USING  FOREIGN  FABRIC. 

OUR  IMPORT  SPECIALISTS  AND  OUR  AUDITORS  ARE  WORKING  CLOSER 
TOGETHER  SO  THAT  WE  MAY  HAVE  MORE  ACCURATE  AND  TIMELY  WARNINGS. 
INCREASED  USE  OF  AUTOMATION  AND  SELECTIVE  TARGETING  OF  SUSPECT 
SHIPMENTS  WILL  ALLOW  OUR  FIELD  OFFICES  TO  MORE  QUICKLY  AND  EFFECTIVELY 
IDENTIFY  TRANSSHIPMENTS  AND  FALSE  CLAIMS . 

ONE  OF  THE  TRILATERAL  GROUPS  CREATED  AS  A  RESULT  OF  NAFTA  IS  AN 
ENFORCEMENT  GROUP  THAT  WILL  IDENTIFY  AND  PREPARE  FOR  POTENTIAL 
PROBLEMS.  OUTSIDE  OF  NAFTA,  CUSTOMS  HAS  GIVEN  FIRST  PRIORITY  TO 
EFFORTS  TO  COMBAT  TRANSSHIPMENTS  AND  THERE  ARE  MANY  INITIATIVES  BEING 
DEVELOPED  TO  ASSURE  THAT  THIS  PROBLEM  IS  KEPT  UNDER  CONTROL. 

WE  HAVE  DEVELOPED  A  PROGRESSIVE  TRADE  ENFORCEMENT  STRATEGY,  A 
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UNIFIED  APPROACH  TO  ACHIEVING  MAXIMUM  COMPLIANCE  THROUGH  VOLUNTARY  AND 
PROACTIVE  PROGRAMS.  SIX  NATIONAL  TRADE  ENFORCEMENT  PRIORITIES  HAVE 
BEEN  ESTABLISHED  FOR  FY- 93.  ONE  OF  THE  SIX  MAJOR  PRIORITY  AREAS  IS  THE 
ABUSE  OF  TRADE  AGREEMENTS.  THESE  ABUSES  INCLUDE  VIOLATIONS  SUCH  AS 
TRANSSHIPMENTS  AND  FALSE  COUNTRY  OF  ORIGIN,  LABELLING  AND  FALSE  MARKING 
SCHEMES. 

WE  HAVE  HAD  GREAT  SUCCESS  WITH  OUR  OPERATION  .Q-TIP (QUOTA 
TRANSSHIPMENT  IMPORTATION  PRACTICES) ,  AN  INVESTIGATION  INTO  QUOTA- 
TRANSSHIPMENT  IMPORTING  PRACTICES  OF  THE  CHINESE  TEXTILE  INDUSTRY. 
EVIDENCE  GATHERED  DURING  OPERATION  Q-TIP  INDICATED  THAT  MERCHANDISE 
MANUFACTURED  IN  CHINA  WAS  TRANSSHIPPED  TO  CIRCUMVENT  QUOTA  AND  VISA 
RESTRICTIONS.  TO  DATE  146  SEARCH  WARRANTS  HAVE  BEEN  EXECUTED  ON  107 
COMPANIES,  $10.4  MILLION  HAS  BEEN  SEIZED,  $2.4  MILLION  TENDERED  FOR 
CIVIL  PENALTIES,  6  CORPORATIONS  AND  9  INDIVIDUALS  INDICTED,  AND  MANY 
MORE  CASES  ARE  BEING  INVESTIGATED. 

WE  ARE  CONFIDENT  THAT  Q-TIP  AND  OTHER  ENFORCEMENT  INITIATIVES 
WILL  ALLOW  US  TO  EFFECTIVELY  PREVENT  THE  WHOLESALE  TRANSSHIPMENT  OF 
NON-NAFTA  TEXTILES  THROUGH  MEXICO  AND  CANADA.  IMPORTERS  THAT  DO  NOT 
MEET  THE  REQUIREMENTS  AITO  MAKE  FALSE  CLAIMS  UNDER  THE  NAFTA  NOT  ONLY 
FOREGO  THE  BENEFITS  OF  THE  AGREEMENT.  IF  VIOLATIONS  ARE  DETECTED,  THE 
NAFTA  PROVIDES  FOR  PENALTIES  OF  THE  SAME  LEVELS  AS  THOSE  FOR  VIOLATIONS 
IN  NON-NAFTA  SITUATIONS  AND  ANY  FRAUD  UNCOVERED  WILL  BE  PROSECUTED 
UNDER  OUR  EXISTING  FRAUD  STATUTES. 

THE  RULES  OF  ORIGIN  FOR  TEXTILES  MAY  BE  COMPLICATED  BECAUSE  OF 
THE  NUMBER  OF  EXCEPTIONS  TO  THE  RULES.  AND  THE  INCLUSION  jOF  SUCH  TERMS 
AS  TARIFF  PREFERENCE  LEVELS,  SHORT  SUPPLY  AND  ABUNDANT  SUPPLY  THAT  IT 
IS  DIFFICULT  FOR  THE  LAYMAN  TO  UNDERSTAND.  THAT  IS  THE  MAIN  REASON  WHY 
TRAINING  THE  IMPORTING  COMMUNITY  AND  OUR  OWN  CUSTOMS  OFFICERS  IS  AN 
INTEGRAL  PART  IN  ENFORCING  AND  ADMINISTERING  THE  NAFTA  AGREEMENT. 

THE  AUTO  AND  AUTO  PARTS  INDUSTRIES  WILL  BE  REQUIRED  TO  MAINTAIN 
ADEQUATE  RECORDS  TO  SHOW  THAT  IN  FACT  COMPONENTS  ARE  SOURCED  FROM  NORTH 
AMERICA  AND  MEET  THE  REQUIREMENTS  SET  FORTH  IN  THE  AGREEMENT.  THOSE 
COMPANIES  WHICH  MEET  THE  REQUIREMENTS  WILL  BENEFIT  UNDER  THE  NAFTA  BY 
RECEIVING  DUTY  FREE  TREATMENT  ON  THEIR  IMPORTATIONS  FROM  MEXICO  AND 
CANADA. 

AS  WITH  ANY  PREFERENTIAL  TRADE  AGREEMENT,  CUSTOMS  AS  A  LAW 
ENFORCEMENT  AGENCY  IN  THE  TRADE  ARENA,  WILL  BE  TASKED  TO  ENSURE  THAT 
THE  NAFTA  BENEFITS  ACCRUE  TO  THE  PRODUCTS  OF  THE  COUNTRIES  WHICH  HAVE 
NEGOTIATED  AND  SIGNED  THE  AGREEMENT.  MY  HOPE  IS  THAT  WE  CAN  WORK  WITH 
THOSE  IMPORTERS  INTENDING  TO  CLAIM  BENEFITS  UNDER  NAFTA  TRADE 
PREFERENCE  TO  ENSURE  A  HIGH  LEVEL  OF  VOLUNTARY  COMPLIANCE.  ONCE  THE 
AGREEMENT  IS  IMPLEMENTED,  CUSTOMS  WILL  DETERMINE  THE  LEVEL  OF  RESPONSE 
NECESSARY  TO  ENSURE  ITS  ENFORCEMENT. 

I  ANTICIPATE  THAT  A  COMBINATION  OF  OPTIONS  WILL  BE  USED  WHICH 
WILL  INCLUDE:  IMPORT  DOCUMENT  REVIEWS,  ON-SITE  VISITS  BY  OUR  IMPORT 
SPECIALISTS,  CARGO  EXAMINATIONS,  AUDITS,  AND  WHERE  REQUIRED  FITLL- 
SCALE  INVESTIGATIONS .  IMPORTER  AND  MANUFACTURER  INTERVIEWS  WILL  TAKE 
AN  ADDED  IMPORTANCE .  LABORATORY  TESTS  WILL  INCREASE  AS  MANY  RULES  CAN 
ONLY  BE  VERIFIED  BY  A  LAB  TEST.  ALL  THIS  WILL  REQUIRE  MORE  RESOURCES. 
HOWEVER,   RECENT   INCREASES  ALONG  THE   SOUTHERN  BORDER  SHOULD  BE 
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SUFFICIENT  TO  COPE  WITH  THE  ADDED  WORKLOAD,  AT  LEAST  DURING  THE  FIRST 
FEW  YEARS  AFTER  IMPLEMENTATION. 

THIS  COMPLETES  MY  PREPARED  COMMENTS.  ONCE  AGAIN  I  WISH  TO  THANK 
YOU  FOR  THIS  OPPORTUNITY  TO  REPORT  ON  CUSTOMS  EFFORTS  TO  PREPARE  FOR 
THE  IMPLEMENTATION  OF  THE  NAFTA.  I  WILL  BE  HAPPY  TO  TAKE  ANY 
QUESTIONS . 
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Mr.  Spratt.  Thank  you  very  much,  Mr.  Banks. 

First  of  all,  let  me  ask  Mr,  Shapiro,  is  the  USTR  going  to  rec- 
ommend that  the  rules  of  origin,  particularly  as  they  apply  to  auto- 
motive products  and  to  fiber,  textile  and  apparel,  be  incorporated 
in  the  implementing  legislation? 

Mr.  Shapiro.  Mr.  Chairman,  we're  still  looking  at  that.  And  we 
would  be  interested  in  working  with  you  and  with  others  here  to 
set  up  a  process  and  mechanisms  that  handle  effectively  all  the 
rules  of  origin. 

As  you  know,  in  the  CFTA  the  basic  rules  were  embodied  in  the 
implementing  bill  and  then  there  were  specific  rules  for  textiles  in 
an  annex  that  was  implemented  through  Presidential  proclama- 
tion. We  want  a  process  by  which  Congress  is  involved  and  no 
changes  are  made  without  adequate  consultation  and  layover,  but 
we  haven't  yet  decided  whether  it's  going  to  be  done  fully  through 
incorporating  it  in  the  implementing  legislation. 

Mr.  Spratt.  What  are  the  pros  and  cons? 

Mr.  Shapiro,  Well,  basically,  in  putting  into  law  this  kind  of  spe- 
cifics, I  think  that  we  would  be  establishing  a  process  that  would 
be  a  lot  more  difficult  to  change.  I  would  be  inclined  to  say  that 
we  would  be  better  off  trying  to  at  least  look  at  a  situation  where 
administratively  we  were  creating  a  situation  where  we  would  be 
giving  notice  to  Congress  and  consulting  with  them, 

I'd  like  to  ask  Ms.  Miller  to  comment  on  that  though,  because  she 
has  given  some  thought  to  it  from  the  textile  standpoint. 

Mr.  Spratt.  Ms.  Miller. 

Ms.  Miller.  Thank  you.  As  we're  looking  for  a  NAFTA  rules  of 
origin  package  that  works  for  the  benefit  of  U.S.  industry,  U.S.  pro- 
ducers, and  U.S.  consumers  to  the  extent  that  actually  requiring 
new  legislation  to,  for  example,  correct  any  mistakes  or  to  the  ex- 
tent that  actually  requiring  change  in  legislation  to  effect  some- 
thing that  has  the  support  and  endorsement  of  the  affected  parties 
in  the  United  States  would  create  a  delay.  I  think  that's  something 
that  we  would  like  to  avoid,  if  possible. 

We  worked  very  closely  with  representatives  of  all  affected  indus- 
tries in  the  negotiations.  We  would  certainly  intend  to  continue 
working  in  detail  with  the  same  representatives  of  the  affected  in- 
dustries in  discussing  any  possible  changes,  modifications,  correc- 
tions, technical  rectifications,  what  have  you,  to  the  rules  them- 
selves. We  very  much  welcome  their  involvement.  We  would  wel- 
come the  involvement  of  Congress.  But  we  would  like  to  make  sure 
that  we  have  a  process  that  works. 

Mr.  Spratt.  It  would  seem  to  me  that  first  of  all  we've  got  a  dif- 
ficult legal  situation.  You  have  a  difficult  legal  situation  any  time 
you  have  an  extraterritorial  application  of  law.  And  that,  in  itself, 
would  kind  of  lend  itself  to  having  some  sort  of  legislative  basis  for 
this  to  authorize  Customs  to  undertake  certain  actions.  In  addition 
to  that,  if  the  finely  wrought  rules  of  origin  are  going  to  have  im- 
pact, effect,  they  have  to  have  teeth  and  they  have  to  have  sanc- 
tions and  penalties,  and  surely  those  have  to  be  legislative,  do  they 
not? 

Mr.  Simpson.  Mr.  Chairman,  most  of  the  basic  penalty  provisions 
and  enforcement  provisions  are  already  in  the  law.  They  enable  us 
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to  enforce  our  other  trade  agreements.  So  they're  generic,  and  I 
don't  think  we'll  need  significant  new  enforcement  authorities. 

Mr.  Spratt.  Well,  let  me  ask  you  this  then.  With  respect  to 
transshipment  or  any  other  circumvention  of  the  rules  of  origin, 
automotive  or  textile  and  apparel  products,  what  must  you  show  on 
the  part  of  someone  in  the  United  States,  an  importer,  if  you  want 
to  hold  the  importer  liable  and  responsible  for  circumventing  the 
law?  Do  you  have  to  show  that  it  was  his  intent,  specifically,  to  de- 
fraud or  violate  the  provisions  of  NAFTA? 

Mr.  Simpson.  No,  sir.  The  standards  are  in  19  United  States 
Code  1592.  And  what  it  says  essentially  is  that  there  are  three 
standards  of  culpability.  There  is  fraud.  There  is  gross  negligence. 
And  there  is  negligence.  And  any  defect  in  a  Customs  entry  that 
arises  from  any  of  those  three  faults  is  punishable  under  our  law. 

Now  in  addition  to  that,  in  the  North  American  Free  Trade 
Agreement,  all  three  countries  have  agreed  that  if  an  exporter  in 
one  of  the  countries  provides  false  information  to  a  commercial 
party  in  another  country  and,  as  a  result  of  that,  the  commercial 
party  in  the  other  country  provides  false  information  to  his  own 
government,  the  false  action  of  the  exporter  is  actionable  xmder  the 
law  of  the  exporting  country. 

I  may  have  garbled  that  a  little  bit,  but  the  point  is  that  if  I,  as 
an  exporter,  provide  false  information  to  you,  as  an  importer,  and, 
as  a  result  of  that,  you  give  false  information  to  your  own  Govern- 
ment, my  Grovemment  can  hold  me  accountable  under  its  own 
laws.  And  that's  a  new  feature. 

Mr.  Spratt.  Your  Government  being  the  Mexican  Grovernment? 

Mr.  Simpson.  If  I'm  in  Mexico,  if  Fm  exporting  from  Mexico. 

Mr.  Spratt.  What  is  the  possibility  that  the  Mexican  Govern- 
ment though,  in  all  candor,  is  going  to  spend  its  efforts  and  re- 
sources to  go  after  domestic  suppliers  for  selling  goods  in  Mexico 
that  generate  jobs? 

Mr.  Simpson.  Well,  I  think  they  will.  Let  me  give  you  an  example 
in  an  industry  sector  that's  of  interest  to  you.  As  much  as  any 
other  party  to  these  negotiations,  Mexico  wanted  very  strong  rules 
of  origin  for  textile  and  apparel.  They  have  an  industry  of  their 
own  to  produce  fibers,  to  produce  yam,  to  produce  fabric.  They 
have  no  interest  at  all  in  seeing  fabric  transshipped  from  Asia  or 
any  other  part  of  the  world  to  obtain  the  benefits  of  the  agreement. 

One  of  the  things  I  feel  fairly  confident  of — ^and  of  course  the  in- 
tentions and  the  policies  of  the  Government  of  Mexico  are  not  al- 
ways easy  for  me  to  understand — but  one  of  the  things  I  feel  con- 
fident of  is  that  they  will  enforce  the  prohibitions  on  trans- 
shipment. 

Mr.  Spratt.  So  if  I'm  an  American  importer  and  someone  who 
appears  to  be  Taiwanese  and  speaks  Chinese  with  a  Taiwanese  ac- 
cent tries  to  sell  me  apparel  products  that  are  supposedly  origi- 
nated in  Mexico  and  I  buy  the  deal,  is  that  negligence  or  is  that 
the  beginning  of  a  case  of  negligence  or  gross  negligence  that  may 
inculpate  me  in  a  violation  of  this  law? 

Mr.  Simpson.  It  could  be  because  we  adopt  a  reasonably  prudent 
man  standard.  A  U.S.  importer  who  claims  preference  on  goods 
that  he  imports  from  another  country  has  to  exercise  some  due  dili- 
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gence  to  confirm  that  the  goods  are  eligible  for  preference.  And  fail- 
ure to  exercise  due  diligence  is  negligence. 

Mr.  Spratt.  Do  you  think,  Ms.  Hughes,  that  the  domestic  con- 
tent requirements  tor  automotive  parts  will  be  easier  to  enforce  be- 
cause they  are  more  identifiable  or  separable  from  the  whole  prod- 
uct than  fiber  and  fabric  and  the  textile  product  rules  of  origin?  For 
example,  as  I  understand  it,  there's  a  62.5  percent  domestic  con- 
tents requirement  for  automotive  parts  that  will  eventually  be  ap- 
plied after  a  period  of  years  under  NAFTA.  Do  you  anticipate  that 
will  be  easier  or  harder  to  enforce? 

Ms.  Hughes.  Well,  I'd  really  have  to  defer  to  the  Customs  Serv- 
ice and  to  Mr.  Simpson  on  the  enforceability  of  those.  I  would  tend 
to  think  that  they  would  be  easier  to  enforce. 

Mr.  Spratt.  Mr.  Banks. 

Mr,  Banks.  A  little  bit  of  both,  easier 

Mr.  Spratt.  We've  already  had  problems,  as  I  understand  it,  in 
Ontario  with  Honda,  for  example.  If  you  draw  on  that  experience 
and  the  confusion,  does  that  give  you  cause  for  concern  about  en- 
forcing it  with  Mexico? 

Mr.  Banks.  There  is  that  issue.  Anything  with  a  value  content 
rule  is  difficult.  As  soon  as  you  get  into  a  value  content  rule  you've 
got  to  go  into  the  books,  the  accounting  books,  the  financial  records 
of  the  companies  involved.  When  you're  dealing  with  a  company 
the  size  of  most  automobile  maniuacturers,  that's  a  big  process. 
Their  books  are  extensive.  It's  a  long-term  project  to  go  in  and 
audit  one  of  those  companies.  It's  not  easy  to  do. 

So  in  that  sense,  anything  with  a  value  content  rule  is  difficult 
enough.  With  a  large,  multinational  company,  it's  even  that  much 
more  difficult. 

I  would  say  that  the  tracing  list,  the  62-point  list  that  you  men- 
tioned, does  nave  the  potential  to  probably  bring  greater  accuracy 
to  that  62.5  percent.  It's  probably  a  way  in  which  we  might  be  able 
to  more  accurately  pinpoint  that  number.  So  in  that  sense,  it  may 
be  better.  We  don't  know  if  it's  necessarily  easier  because  the  rec- 
ordkeeping requirements  are  going  to  be  extensive  in  order  to  en- 
sure that  they  reach  those  levels. 

Mr.  Spratt.  Let  me  ask  you  specifically  to  hone  in  on  Customs 
now:  I  understand  that  your  fiscal  year  1993  appropriation  calls  for 
300  additional  Customs  agents  or  Customs  personnel,  inspectors, 
but  that  all  300  are  to  be  assigned  to  drug  enforcement. 

I  also  understand  that — I'll  let  you  respond,  let  me  just  get  it  all 
on  the  table — that  there's  a  1-percent  cut  in  your  budget  for  this 
year  and  that  in  fiscal  year  1993  and  fiscal  year  1992  you  spent 
all  of  your  money.  You  had  some  money  that  was  not  applicable  to 
a  specific  fiscal  year,  but  you  expended  all  of  that  and  you  reallv 
have  no  carryover  balances  to  apply  in  the  future  fiscal  year  which 
you've  enjoyed  in  the  past. 

Mr.  Banks.  In  our  1993  appropriation  there  is  a  provision  for  300 
additional  inspectors  for  the  southwest  border.  They're  not  specifi- 
cally targeted  as  to  what  priority  area  they  would  go  into,  to  the 
best  of  my  knowledge.  Obviously 

Mr.  Spratt.  Is  there  a  cut  in  your  overall  budget? 

Mr.  Banks.  Obviously,  the  narcotics  issue  is  an  important  con- 
cern on  that  southwest  border.  There's  also  a  concern  that  we're 
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building — I  mentioned  all  those  facilities  we're  building  and  wheth- 
er or  not  we're  going  to  be  able  to  staff  them.  And  I  believe  the  300 
are  also  designated  to  fill  up  some  of  those  additional  facilities  that 
are  being  established. 

We  are  in  concert  with  the  Executive  orders  from  President  Clin- 
ton. We  are  instituting  the  necessary  reductions  that  have  been  an- 
nounced. It's  177  officers  in  fiscal  year  1993  and  265  FTE  person- 
nel reduction  in 

Mr.  Spratt.  Where  do  these  people  come  fi-om?  So  we're  adding 
300  inspectors  on  the  southwest  border  on  the  one  hand,  but  we're 
taking  away  nearly  an  equal  number  out  of  your  hide  overall. 
Where  do  the  people  who  are  deleted  come  from? 

Mr.  Banks.  They're  going  to  come  from  all  over  the  Customs 
Service.  Our  first  priority  is  to  try  to  take  them  from  management 
areas. 

Mr.  Spratt.  When  we  went  up  to  New  York  I  saw  how  deep  the 
backup  for  the  inspector  out  there  on  the  line  actually  is.  You've 
got  the  lab  analyst  and  import  specialist  and  information  specialist 
and  of  course  the  agents,  and  now  you're  adding  on  jump  teams. 
Have  you  tried  to  model  what  would  be  the  correct  and  adequate 
enforcement  team  to  apply  these  rules  of  origin,  to  strictly  enforce 
the  rules  of  origin,  to  see  that  the  are  honestly  adhered  to? 

Mr,  Banks.  No,  sir,  I  can't  say  that  we've  actually  modeled  it  for 
rules  of  origin.  What  you  actually  see  when  you  go  up  to  Newark, 
like  when  you  went  up  to  Mahre  Terminal,  what  you  actually  see 
typically  up  there  is  uniformed  officers.  It's  the  inspectors  that  are 
the 

Mr.  Spratt.  We  went  to  New  York's  Customs  Office,  too.  We 
went  in  the  labs  and  we  saw  the  extensive  backup.  And  the  guys 
on  the  line  and  gals  will  tell  you  their  effort  is  only  as  good  as  the 
backup  they  get.  If  they  want  to  check  a  piece  of  fabric  and  deter- 
mine whether  or  not  it  came  from  Romania  or  Taiwan,  then  they've 
got  a  lab  there  to  help  them  determine  whether  or  not  this  type 
of  fabric  or  fiber  was  likely  to  have  been  made  in  Taiwan  as  op- 
posed to  Romania.  In  fact,  they  were  doing  that  the  day  we  were 
there. 

Mr.  Banks.  Yes,  sir,  that's  absolutely  correct.  The  whole  system 
has  got  work  for  it  to  work  properly. 

Mr.  Spratt.  And  not  long  afl^r  that,  the  Reagan  administration 
announced  that  it  was  consolidating  the  labs,  reducing  the  number 
of  labs.  Was  that  consolidation  actually  effected? 

Mr.  Banks.  No,  sir,  I  don't  believe  it  was  effected. 

Mr.  Spratt.  Well  we  protested  it.  I  didn't  know  whether  it  had 
ever  gone  through  or  not.  Are  there  any  sort  of  consolidation  moves 
right  now  under  foot? 

Mr.  Banks.  There  were  some  discussions  in  even  the  GAO  re- 
port. There's  congressional  prohibition  against  us  consolidating  or 
closing  offices  and  ports,  but  I'm  still  not  convinced  that  there 
aren't  some  efficiencies  that  couldn't  be  achieved  through  certain 
1 1  consolidations.  And  I  think  that  we'd  like  at  least  the  prerogative 
to  look  at  that  issue. 

Mr.  Spratt.  Mr.  Shapiro. 

Mr.  Shapiro.  Mr.  Chairman,  if  I  could  just  add  to  what  Mr. 
Banks  is  saying.  Obviously,  and  you've  brought  it  out.  Customs  is 
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laboring  under  some  serious  resource  constraints;  and  you  deal|| 
with  those  kind  of  things  up  here  all  the  time,  given  the  budget  is-' 
sues.  , 

I  want  to  say  though  that  from  the  administration  s  standpoint,, 
one  of  the  reasons  that  George  Weiss  was  selected  to  be  Commis- 
sioner of  Customs  was  that  as  important  as  the  traditional  law  en- 
forcement focus  has  been,  it  was  a  real  sense  that  Customs  also 
had  to  be  attuned  to  the  trade  issues  such  as  NAFTA,  but  not  only 
NAFTA,  And  as  you  know,  Mr.  Weiss  came  from  the  Ways  and 
Means  Committee  and  has  specialized  in  trade. 

And  we  found  at  USTR,  briefly  and  recently,  in  dealing  with 
some  intellectual  property  issues,  we  were  quite  concerned  with  the 
monitoring  of  materials  that  were  coming  in  from  Taiwan  that 
were  basically  in  violation  of  U.S.  copyright  and  trademark  laws. 
And  we've  gotten  a  very  good  response  from  Customs  in  terms  of 
working  on  a  program  for  monitoring,  and  they  responded  very 
quickly.  So  I  think  there  is  a  sensitivity  to  these  trade  issues,  but 
there  is  no  doubt  that  these  resource  questions  that  you're  hitting, 
on  are  very  serious. 

Mr.  Spratt.  Well,  we  tried  to  expand  the  number  of  personnel, 
FTE's  which  Customs  was  entitled  to  hire,  and  we  found  it  difficult 
to  get  the  Reagan  administration  to  follow  through.  Even  though 
we  got  the  additional  slots,  they  weren't  filled,  to  the  best  of  my 
knowledge,  or  they  were  only  marginally  filled. 

Do  you  have  the  kind  of  specific,  sort  of  unique,  personnel  thatJ 
you  need  to  take  advantage  of  the  audit  requirements  of  the 
NAFTA?  For  example,  you've  told  us  that  you  will  have  access  tqj 
the  books  and  be  able  to  see  for  the  first  time  the  producers'  actual 
records  to  determine  whether  or  not  it's  likely  that  that  producen 
actually  produced  the  goods  that  were  labeled  by  his  firm  cominp 
into  the  United  States. 

Do  you  have  people  who  understand  Mexican  bookkeeping  proce 
dures,  speak  Spanish,  and  are  ready  to  go  and  take  on  this  task, 
or  is  this  something  where  you're  facing  a  learning  curve? 

Mr.  Banks.  We  have  a  regulatory  audit  staff,  sir.  We  have  35 
regulatory  auditors  around  the  country.  Some  of  them  are  conver 
sant  in  Spanish,  but  not  all,  by  any  means.  Over  the  last  few  years 
we've  had  some  increases  in  resources,  and  some  of  those  have 
gone  to  the  southwest  border.  In  fact,  we  have  auditors  stationed 
at  El  Paso,  Nogales,  Laredo,  and  San  Diego,  I  believe. 

We  feel  we're  equipped  to  go  in  and  handle  this.  Obviously,  th© 
language  issue  will  be  something  of  an  issue.  But,  if  necessary,  we 
have  many  Spanish  speaking  officers  and  we  can  team  them  up  if 
that's  what  it  comes  down  to. 

The  audit  program  has  actually  been  one  of  our  most  successful 

trade  enforcement  programs  over  the  last  few  years.  And  it's  beeir 

absolutely  vital  to  the  Canadian  Free  Trade  Agreement.  j 

Mr.  Spratt.  But  it  has  worked  in  Canada?  1 

Mr.  Banks.  Yes,  sir,  it  sure  has.  1 

Mr.  Spratt.  Do  you  need  more  people  at  the  southwest  border, 

the  Mexican  border,  in  all  candor,  to  cany  out  and  enforce  this 

agreement  and  particularly  the  rules  of  origin  which  are  pretty  me 

ticulous?  Don't  you  need  more  Customs  inspectors.  Customs  spe 
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cialists,  trade  specialists,  lab  analysts,  a  lot  more  effort  con- 
centrated at  those  points  of  entry  along  the  southwestern  border? 

Mr.  Banks.  That  places  me  into  a  little  bit  of  a  difficult  position. 
I  would  say 

Mr.  Spratt.  Well,  I  asked  you  the  question;  you  didn't  volunteer 
it.  And  so  you're  under  an  obligation  to  give  me  an  honest  answer. 
Don't  you  need  the  people? 

Mr.  Banks.  Any  time  you  add  more  people  to  this  process  you 
could  probably  deliver  more  of  a  product,  more  of  an  enforcement 
level  that  you're  concerned  with,  that  you  desire.  At  the  same  time, 
I  would  say  that  we're  planning  within  our  existing  resources  to  de- 
liver a  good  compliance  product  to  you. 

Mr.  Spratt.  What  we  found  in  Operation  Tripwire  and  what 
we've  always  fought  for  when  we  try  to  get  more  Customs  person- 
nel in  the  enforcement  team  is  that  the  marginal  revenues  earned 
by  the  U.S.  Government  through  adding  additional  Customs  in- 
spection agents  is  vastly  exceeded  by  a  multiple  of  sometimes  20 
to  1,  sometimes  40  to  1,  what  it  actually  costs  to  hire  these  addi- 
tional agents.  Could  you  tell  us  right  now  what  your  own  internal 
estimate  is  of  what  the  marginal  revenue  is  gained  by  adding  one 
additional  agent  would  be? 

Mr.  Banks.  Well,  keeping  somewhat  conservative  numbers,  for 
each  auditor  that  we  put  on  board  we  typically  see  $14  in  return. 

Mr.  Spratt.  $14,  I've  seen  $21  and  I've  even  seen  $41,  it  depends 
on  who  is  trying  to  make  the  argument.  But  $14  isn't  bad  ratio. 
I  mean  I'll  buy  a  14  to  1  return  on  my  money  any  day.  So  you  pay 
for  yourself;  it  s  not  a  budgetary  question  then? 

Mr.  Banks.  We  collect  about  $19  billion  a  year.  Our  budget  is  a 
little  over  $1  billion.  Yes,  sir. 

Mr.  Spratt.  The  agents  that  we  met  in  New  York — I'm  going 
back  some  time — said,  "Give  us  some  more  resources,"  I  mean'  to 
a  person.  The  people  down  there  on  the  line  enforcing  these  restric- 
tions in  Newark  said,  "Fraud  is  rampant.  Give  us  the  resources 
and  we  will  more  than  pay  for  ourselves,  the  additional  people,  in 
penalties  and  fees."  Do  you  still  believe  that's  the  case?  Are  we  still 
operating  within  that  scenario  where  more  people  will  produce 
more  revenues? 

Mr.  Banks.  Well,  I  think  we  have  a  lot  of  people  that  feel  like 
they're  overworked  and  underpaid  out  there.  There's  no  question 
that  additional  resources  might  bring  some  additional  revenues. 

I've  got  to  say  the  approach  that  we've  taken,  Mr.  Chairman,  in 
the  last  number  of  years  is  with  technology  and  this  term 
"reinventing."  We've  been  trying  to  reinvent  the  way  we've  done 
business  over  the  last  few  years.  In  the  period  of  the  1980's  we  had 
a  doubling  in  our  workload.  Almost  any  calculation 

Mr.  Spratt.  A  doubling  in  your  workload,  no  question  about  it. 
You're  going  to  look  at  the  volume  of  trade  and  see  that  a  lot  of 
that  falls  on  your  shoulders.  What  was  the  corresponding  increase 
in  your  personnel? 

Mr.  Banks.  About  a  16-percent  increase. 

Mr.  Spratt.  100-percent  increase  in  workload  and  a  16-percent 
increase  in  personnel. 

Mr.  Banks.  But  what  we  did  is  we  brought  technology  to  bear. 
We  put  in  automation.  Over  that  period  of  the  1980's,  we  got — 93 
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percent  of  the  commercial  shipments  that  come  into  the  United 
States  now  are  electronic.  So  we  can  use  the  computer  to  do  a  lot 
of  the  sorting,  a  lot  of  the  analysis,  and  put  our  targeting  proce- 
dures in  the  computer  so  that  we  can  actually  take  away  some  of 
the  clerical  type  of  workload  off  of  our  professionals. 

Mr.  Spratt.  One  of  the  things  you  were  doing  with  your  comput- 
ers— and  by  the  way,  it  was  kind  of  embarrassing  because  at  that 
point  in  time  you  didn't  have  the  money  to  buy  your  own  comput- 
ers. You  were  using  the  computers  that  DEK  was  letting  you  use 
at  the  Mahre  Terminal,  and  other  companies  were  letting  you  use 
their  computers  at  other  terminals  and  were  helping  you  develop 
software. 

And  the  software  you  were  developing  and  were  working  on 
debugging  at  the  time  was  bypass  software.  You  wanted  to  spot 
those  importers  who  should  be  bypassed  and  not  be  physically  in- 
spected but  inspected  only  as  to  documents  and  pick  out  the  high- 
est probability  importers,  those  where  you  were  most  likely  to  find 
a  violation,  and  that's  what  your  effort  was  concentrated  on. 

And  as  a  consequence,  using  that,  you  were  cracking  open  at  that 
time  about  fewer  than  2  percent  of  the  containers  coming  in  to  the 
New  York  terminal.  What  is  the  percentage  today  of  the  containers 
that  you  actually  open  and  inspect? 

Mr.  Banks.  Our  estimate  right  now  is  that  we  examine  about  7 
percent  of  the  shipments  that  come  in  the  country.  Now  in  some 
of  the  cases  those  are  containers,  in  some  cases  those  are  just  boxes 
coming  in,  in  air  freight.  Obviously,  that's  much  easier  to  examine. 

I  would  say  that  wnat  you  saw  in  terms  of  having  contributions 
of  computers  and  the  rest,  we  used  a  lot  of  creativity  in  order  to 
get  up  and  running,  but  now  it's  virtually  all  within  Customs.  And 
the  level  of  sophistication  we  brought  to  that  technology  has  com- 
pletely changed.  We  built  an  automated  system  that  provided 
targeting  on  multiple  issues  that  we  even  use  in  combination  to 
identify  those  shipments  that  are  high  risk. 

We  are  now  in  the  process  of  taking  a  whole  new  leap  toward 
that  area.  And  we  should  be  able  to  walk  back  to  you  in — probably 
it's  going  to  take  us  18  months  to  2  years — we  snould  be  able  to 
walk  back  to  you  and  say  for  the  automobile  sector  or  for  the  tex- 
tile sector  that  we  are  currently  achieving  this  voluntary  compli- 
ance rate.  And  at  that  point,  you  can  say,  "Well,  what's  my  risk 
level?  Do  we  need  to  do  something  differently?  Do  we  need  to  reor- 
der our  priorities?"  That's  our  objective  right  now  is  to  give  you  a 
real  hardcore  analysis. 

Mr.  Spratt.  In  terms  of  NAFTA,  I  asked  you  if  you  had  modeled 
what  it  will  take  to  assure  compliance.  But  along  those  same  lines, 
have  you  considered  how  many  containers  you  ought  to  open,  at 
least  at  the  outset,  to  let  the  other  signatory  nations  know  that  we 
mean  business,  the  rules  of  origin  are  meant  to  apply?  Is  7  percent 
enough  to  get  the  message  across? 

Mr.  Banks.  That's  very  difficult  to  say  because  the  other  piece 
in  NAFTA — a  lot  of  the  NAFTA  enforcement  isn't  going  to  come 
with  just  opening  containers.  It's  going  to  come  with  reviewing  the 
documentation  that's  provided,  going  down  and  doing  compliance 
reviews  with  the  exporters.  It's  going  to  actually  have  audit  teams 
going  into  Mexico  and  investigations  that  would  take  place.  And 
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that's  equally  important  as  just  simply  looking  at  the  number  of 
containers  that  we  pop  open. 

Mr.  Spratt.  a  small  question,  but  do  we  have  a  lab  in  the  Texas 
or  southwest  region  that  would  back  up  your  agents? 

Mr.  Banks.  The  labs  that  the  southwest  typically  uses  is  the  lab 
in  New  Orleans.  And  we  also  have  a  lab  in  Los  Angeles. 

Mr.  Spratt.  And  those  two  would  serve  that  purpose? 

Mr.  Banks.  Yes,  sir, 

Mr.  Spratt.  Let  me  turn  to  Ms.  Margolies-Mezvinsky. 

Ms.  Margolies-Mezvinsky.  Mr.  Shapiro,  the  administration 
seems  to  feel  that  NAFTA,  at  least  their  position  has  been,  that 
NAFTA  will  lead  to  more  jobs  here  in  the  United  States.  And  yet, 
the  unions  in  this  country  feel  passionately  that  NAFTA  will  pro- 
vided an  avenue  for  jobs  leaving  this  country  in  droves.  Can  you 
explain  the  difference  between  those  two  positions? 

Mr.  Shapiro.  Congresswoman,  I  think  that  most  of  the  studies, 
indeed  virtually  all  of  the  studies  that  have  been  done  on  NAFTA, 
show  essentially  a  net  increase  in  jobs  in  the  United  States.  It's  not 
an  overwhelmingly  large  number,  but  the  studies  are  pretty  con- 
sistent in  that  regard. 

At  the  same  time,  there  have  obviously  been  jobs  that  have  been 
lost  by  plants  that  have  companies  that  have  gone  to  Mexico.  And 
there  will,  in  some  sectors,  continue  to  be  jobs  that  would  be  lost. 
And  I  think  that  the  unions  have  understandably  focused  on  those 
as  opposed  to  the  more  diverse  jobs  that  have  been  created  as  ex- 
ports from  the  United  States  to  NAFTA  have  gone  up. 

The  numbers  that  we've  seen  basically  have  been  several  hun- 
dred jobs  have  probably  been  created  already  with  respect  to  in- 
creased exports  from  the  United  States  to  Mexico  within  a  rel- 
atively short  time,  say  from  1986  when  the  Mexican  Grovemment 
opened  up  its  economy  under  Salinas'  predecessor  first,  and  then 
under  President  Salinas.  We've  seen  exports  from  the  United 
States  in  merchandise  goods  go  from  $12  billion  to  $44  billion  an- 
nually. And  there  have  been,  in  conjunction  with  that,  many  jobs 
that  nave  been  created.  But  at  the  same  time,  there  have  been  fac- 
tories that  have  relocated,  as  well. 

Now,  one  of  the  concerns  that  we  have  here — and  over  time,  I 
think,  that  the  debate  this  year  will  focus  on  this — ^the  administra- 
tion, after  the  supplemental  are  complete,  and  those  who  support 
NAFTA  will  bear  the  burden  of  proof  of  showing  that  this  is  in  the 
national  economic  interest.  And  there  will  be  some  very  specific 
discussion,  virtually  State  by  State  and  district  by  district,  in  terms 
of  exporters  and  businesses  in  your  district  or  in  other  districts 
where  there  have  been  increased  volume  of  jobs  and  business  be- 
cause of  sales  to  Mexico. 

Every  State  in  the  United  States  has  basically  increased  exports 
to  Mexico  since  1987.  And  5  of  the  leading  10  States  in  terms  of 
the  increase  have  been  Northern  industrial  States,  as  well.  So  that 
may  be  a  somewhat  long  answer,  but  you  have  a  sense  of  jobs 
being  created  somewhat  across  the  whole  economy  as  opposed  to 
more  concentrated  losses. 

Ms.  Margolies-Mezvinsky.  Help  me  out.  When  a  union  leader 
comes  to  me  and  says,  "Well,  look  what  happened  when  right-to- 
work  States  opened  up  their  doors.  We  lost  jobs  from  the  Northern 


96 

States  going  south.  It's  going  to  happen  even  more  dramatically 
when  the  borders  are  opened  up."  What  do  you  say  to  these  people? 

Mr.  Shapiro.  Well,  I  think  you  say  a  number  of  things.  And  as 
someone  who  spent  12  years  working  for  Senate  Democrats,  these 
are  not  issues  that  I'm  unfamiliar  with  and  certainly  have  had 
these  conversations  before. 

Part  of  the  answer  is  that  in  a  global  economy — and  President 
Clinton  has  been  pretty  candid  about  this — ^in  a  global  economy  it 
is  very  difficult  to  seal  off  your  borders  and  to  keep  all  jobs  inside 
the  country.  A  lot  of  the  jobs  that  have  been  documented  as  having 
gone  from  the  United  States  to  Mexico  thus  far  have  gone  prior  to 
NAFTA.  These  are  jobs  that  have  moved  to  Mexico  without 
NAFTA. 

At  the  same  time,  the  Mexican  situation  and  the  opening  of  the 
economy  has  created  jobs  here  in  the  United  States.  NAFTA  will 
take  down  a  lot  of  the  trade  barriers  that  now  exist  in  Mexico.  At 
the  present  time,  we  are  still,  despite  President  Salinas'  opening, 
we  are  still  in  a  situation  where  the  Mexican  market  is  less  open 
to  us  than  we  are  to  them.  And  so  as  a  consequence,  in  both  tariffs 
and  nontariflf  barriers,  all  kinds  of  performance  requirements,  there 
would  be  a  great  many  opportunities  more  for  U.S.  producers. 

But  in  answer  to  your  basic  question,  I  would  go  back  to  what 
the  President  has  said.  We  really  don't  have  a  choice  in  terms  of 
dealing  with  the  global  economy.  We  are  not  going  to  be  able  to  opt 
out  of  it.  And  the  goal  of  this  administration,  starting  with  the 
President's  domestic  program  and  then  going  forward  in  its  trade 
policy,  has  basically  been  to  strengthen  the  economy  and  to  move 
us  up  to  where  we  are  both  creating  and  maintaining  hig^-skill 
and  high-wage  jobs  in  part  because  of  the  infrastructure  we  have 
here  and  the  work  force  we  have  here. 

Those  who  have  been  employing  people  in  Mexico,  many  people 
have  told  stories  of  having  employees  that  are  very  capable  and  ca- 
pable of  training.  But  we  have  a  superb  work  force  in  the  United 
States  and  we  also  have  an  infrastructure  that  supports  it  in  a  way 
that  the  Mexican  infrastructure  is  years  away  from  being  able  to 
do.  So  I  think  ultimately  we  will  find  ourselves  very  able  to  com- 
pete and  to  create  jobs  here. 

And  if  I  could  add  one  more  footnote,  the  job  loss  that  we  have 
seen  in  the  last  20  years — and  I  take  1973  as  something  of  a 
benchmark  year  because  it  was  the  oil  embargo,  and  economic 
gprowth  in  the  United  States  in  real  terms  actually  went  up  until 
1973  and  then  hit  a  spike  from  which  we  haven't  recovered.  'Hie 
job  loss  we've  seen  in  the  last  20  years  owes  to  a  lot  of  things,  in- 
cluding wrong-headed  economic  policy  and  a  trade  policy  that  has 
not  focused  on  opening  other  people's  markets. 

It's  a  little  hard  to  look  at  the  situation  and  say — and  you 
weren't,  Congresswoman — ^but  it's  a  little  hard  to  look  at  the  situa- 
tion and  say  that  Mexico  has  been  a  major  problem  of  ours.  We've 
got  a  lot  of  domestic  problems,  and  we've  certainly  had  a  significant 
continuing  trade  problem  centering,  although  not  exclusively,  on 
Japan. 

Ms.  Margolies-Mezvinsky.  Ms.  Hughes,  has  the  Department  of 
Commerce  done  any  studies  on  potential  job  loss? 
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Ms.  Hughes.  The  Department  has  been  working  with  the  U.S. 
companies,  the  big  three  in  particular  and  the  parts  manufactur- 
ers. And  we've  not  done  a  separate  study  of  potential  job  loss  be- 
cause the  companies  tell  us  that  they  expect  to  have  increases  in 
sales  and  expect,  in  fact,  to  have  significant  impact  on  increased 
employment  in  the  United  States.  I  think  you  have  a  panel  later 
that  will  include  some  representatives  from  the  auto  industry,  and 
they  could  give  you  their  estimates  directly. 

Ms.  Margolies-Mezvinsky.  Mr.  Banks,  how  much  will  it  cost  for 
automation  procedures? 

Mr.  Banks.  Congresswoman,  how  much  has  it  cost  us  over  the 
years? 

Ms.  Margolies-Mezvinsky.  How  much  will  additional  automa- 
tion procedures  cost? 

Mr.  Banks.  Actually,  to  get  NAFTA  up  and  running  it's  probably 
a  minimal  cost.  I  mean  it's  probably  like  $100,000  in  order  to  get 
it  up  by  January  1,  1994.  Now,  that's  just  to  do  the  bare  minimum 
to  set  all  the  necessary  triggers,  the  new  tariff  rates,  and  all  the 
rest  of  it  in  the  system. 

In  order  to  do  what  NAFTA  will  eventually  require  in  automa- 
tion is  much  greater  than  that.  We  anticipate  for  drawback  and  a 
variety  of  other  procedures  we  need  to  actually  link  up  the  three 
Customs  Service  automation  systems.  And  I  really  do  not  have  any 
cost  figures  for  that  at  this  point. 

Ms.  Margolies-Mezvinsky.  Mr.  Shapiro,  are  the  punitive  meas- 
ures in  the  NAFTA  agreement  and  the  side  agreements  adequate, 
do  you  feel,  to  prevent  infractions? 

Mr.  Shapiro.  Well,  I  think  the  NAFTA  itself  has  some  significant 
measures  in  that  regard.  The  side  a^eements  we  are  negotiating 
now.  And  Ambassador  Kantor  has  said,  in  light  of  what  the  Presi- 
dent said  last  fall,  that  we  think  that  the  supplemental  agreements 
have  to  have  the  potential  for  enforcement,  he  sometimes  refers  to 
teeth. 

What  he  means  by  that  basically  is  that  in  the  first  instance,  the 
three  countries  involved  are  going  to  have  to  enforce  their  domestic 
laws  but  that  the  commissions  that  we're  hoping  to  establish  in 
both  the  environmental  and  the  workers  standard  area  would  have 
the  ability  to  ensure  or  to  enhance  the  possibility  that  domestic 
laws  would  be  enforced  and  be  able  to  move  in  circumstances  of 
patterns  of  nonenforcement. 

Ms.  Margolies-Mezvinsky.  I'm  going  to  put  another  hat  on,  Mr. 
Simpson,  if  you  wouldn't  mind  answering  a  question  that  is  outside 
of  the  NAFTA  agreement.  I'm  sure  you  saw  the  article  in  Satur- 
day's Washington  Post  concerning  your  role  in  the  initial  raid  on 
the  Branch  Davidian  headquarters  in  Waco.  Would  you  care  to 
comment  on  the  facts  as  reported  in  this  article? 

Mr.  Simpson.  Well,  I  think  the  facts  were  largely  correct.  I  think 
the  important  thing  is  that  the  President  has  asked  for  and  we  in- 
tend to  complete  a  very  thorough  and  objective  review  of  the  Waco 
operation,  both  the  events  and  the  planning  that  preceded  it  and 
the  execution  of  that  plan. 

We  have  a  group  of  three  distinguished  persons  from  outside  gov- 
ernment who  are  going  to  review  that  report  and  who  will  be  per- 
fectly free  to  criticize  it  in  any  way  and  also  to  offer  guidance  to 
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the  investigators  as  the  review  is  under  way.  I  think  we're  satisfied 
that  the  review  will  produce  an  accurate  and  thorough  account  of 
what  happened  and  that  account  will  be  beneficial  to  us  to  avoid 
mistakes  in  the  future. 

Ms.  Margolies-Mezvinsky.  It  implies  that  you  really  had  a  con- 
cern all  along  that  perhaps  they  would  immolate  themselves. 

Mr.  Simpson.  Well,  I  think  there  were  a  lot  of  competing  con- 
cerns. This  was  not  one  of  those  serendipitous  situations  in  life  in 
which  all  the  facts  point  to  one  conclusion. 

I  think  there  was  obviously  inherent  in  the  initial  ATF  plan  a 
concern  that  there  not  be  anv  loss  of  life,  either  on  the  part  of  the 
law  enforcement  agents  or  the  people  inside,  and  a  determination 
to  avoid  that.  The  initial  ATF  plan  was  clearly  aimed  at  securing 
the  compound  without  any  loss  of  life.  Unfortimately,  something 
went  wrong  with  the  plan  and  we're  not  quite  sure  what.  That's 
one  of  the  things  that  the  review  is  intended  to  disclose. 

Ms.  Margolies-Mezvinsky.  Do  you  have  any  opinion  on  the 
question  of  whether  the  ATF  belongs  in  Treasury  or  should  it  be 
moved  to  the  Justice  Department  as  some  have  suggested? 

Mr.  Simpson.  That's  something  that  the  President  and  the  Con- 
gress will  have  to  decide.  Certainly  there  are  some  aspects  of  the 
ATF  program  that  Treasury  considers  to  be  central  to  its  mission. 
The  ATF  is  fundamentally  and  historically  a  tax  collection  agency. 
It  collects  the  alcohol  and  tobacco  excise  taxes  and  regulates  the  al- 
coholic beverage  industry.  Those  are  fimctions  that  are  part  of  the 
fabric  of  the  Treasury's  historical  mission. 

Now  that  doesn't  mean  that  the  President  and  the  Congress  may 
not  decide  to  move  the  Bureau  elsewhere,  but  there  are  certain 
functions  that  we  believe  are  properly  retained  in  Treasury. 

Ms.  Margolies-Mezvinsky.  Thank  you. 

Mr.  Spratt.  Thank  you  very  much.  Just  two  final  questions  be- 
cause we've  tried  your  patience  and  we  appreciate  your  answers. 
First  of  all,  we've  talked  about  rules  of  origin  but  there's  a  certain 
volume  of  trade,  the  tariff  preference  level  volume,  which  will  be 
larjgely  exempt  from  the  rules  of  ori^n,  although  I  guess  it  will  re- 
quire substantial  transformation  inside  the  free  trade  area. 

How  do  we  prevent  the  TPL's  from  being  misused  by  Canada  or 
Mexico  so  that  they  concentrate  these  aggregated  different  types  of 
materials,  spun  yarn  or  wool  apparel  or  whatever  it  may  be,  in  cer- 
tain product  lines?  In  other  words,  should  we  require  that  these 
countries  engage  in  advance  consultation  with  us  and  break  down 
the  aggregates  that  are  specified  for  the  TPL's  into  certain  product 
lines  so  we  can  make  sure  we're  not  going  to  be  flooded  unexpect- 
edly with  all  of  the  TPL  in  a  certain  type  of  fabric  taking  place  in 
one  tjrpe  of  product?  Do  you  follow  my  question? 

Ms.  Miller.  Mr,  Chairman,  if  I  may,  in  fact  with  Mexico  or  for 
imports  into  the  United  States  from  Mexico,  which  we  had  under- 
stood to  be  of  greatest  concern  to  the  industry,  there  are  specific 
anticoncentration  measures  in  the  agreement  itself.  The  first  is  the 
quotas  that  will  remain  in  place  for  either  6  or  10  years,  the  full 
transition  period,  on  sensitive  product  categories. 

'The  second  is  the  availability  of  the  quantitative  safeguard  mech- 
anism which  can  be  used  on  imports  of  nonoriginating  goods — al- 
though, as  you  mentioned,  they  must  meet  the  substantial  trans- 
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formation  test — that  cause  or  threaten  serious  damage  to  the  do- 
mestic industry.  We  believe  that  these  measures  will  themselves 
prevent  any  concentration. 

Mr.  Spratt.  You  don't  think  that  advance  consultation  for  things 
that  are  outside  the  specified  quotas  will  be  necessary? 

Ms.  Miller.  I  do  not,  sir.  Vis-a-vis  Mexico  in  particular  we  have 
the  use  of  the  quantitative  safeguard  for  goods  that  are  not  covered 
by  the  quotas,  and  into  the  transition  period  I  think  that  is  more 
than  adequate. 

Mr.  Spratt.  What  happens  if  there  is  an  unexpected  surge  on  a 
product  line  that  no  one  had  contemplated  previously,  that  is  not 
fisted  on  the  quota  chart? 

Ms.  Miller.  The  quantitative  safeguard  is  available  when  a 
sharp  and  substantial  increase  in  imports  are 

Mr.  Spratt.  So  we  would  impose  a  duty,  surcharge. 

Ms.  Miller.  A  quota,  sir. 

Mr.  Spratt.  A  quota. 

Ms.  Miller,  Yes,  a  quota  safeguard. 

Mr.  Spratt.  Quantitative  quota. 

Ms.  Miller.  That's  right,  for  up  to  3  years. 

Mr.  Spratt.  Could  I  ask  vou  Mr.  Banks — and  I'm  asking  you, 
you're  not  volunteering  it — if  you  could  do  up  a  model,  have  your 
folks  design  what  ideally  you  would  like  to  have  to  police  this 
agreement  and,  in  particular,  the  rules  of  origin,  what  type  of  addi- 
tional personnel  this  requires  or  what  type  of  personnel  period  it 
requires,  what  kind  of  manpower  commitment  it  requires  to  see 
that  these  rules  are  adequately  implemented  and  enforced? 

You  can  submit  it  for  the  record.  I'm  not  asking  you  to  do  it  off 
the  top  of  your  head.  But  if  you  would  simply  take  that  back  to  the 
shop  with  you  and  ask  the  Dudget  analysts  who  work  for  you  and 
the  personnel  specialists  who  work  for  you  to  do  a  workup  on  this 
particular  request,  we  would  appreciate  it. 

We  would  like  to  see  ideally  what  you  would  like  to  have  if  this 
were  given  to  you  as  your  first  and  foremost  responsibility  to  see 
that  this  law  is  carried  out  as  intended  and  as  laid  down. 

Mr.  Banks.  Yes,  sir. 

Mr.  Spratt.  Thank  you  very  much.  We  do  have  some  additional 
questions.  We're  not  going  to  try  your  patience  by  continuing  to  ask 
uiose  questions.  If  we  may,  we  will  try  your  patience  and  ask  your 
forbearance  in  answering  the  questions  for  the  record  that  we  sub- 
mit to  you. 

Mr.  Shapiro.  I  think  you've  shown  the  patience,  Mr.  Chairman, 
thank  you. 

Mr.  Spratt.  Thank  you.  Thank  you  very  much  for  coming  and 
thank  you  for  your  testimony  and  your  forthcoming  responses  to 
our  questions. 

The  next  panel  is  made  up  of  Mr.  Carlos  Moore,  who  is  the  exec- 
utive vice  president  of  the  American  Textile  Manufacturers  Insti- 
tute, accompanied  by  Mr.  Douglas  W.  Bulcao,  who  is  the  deputy  ex- 
ecutive vice  president;  Mr.  Seth  Bodner,  who  is  the  executive  direc- 
tor of  the  National  Knitwear  and  Sportswear  Association;  Mr.  Jack 
Sheinkman,  who  is  the  president  of  the  Amalgamated  Clothing  and 
Textile  Workers  Union  [ACTWU],  accompanied  by  Mr.  Edward 
Nichols,  who  is  the  president  of  local  1093. 
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I  understand  that  Mr.  Sheinkman  had  to  leave.  Art  Gundersheim 
will  take  his  place.  Eddie  Nichols,  welcome  to  Washington,  we're 
glad  to  have  you  here. 

Mr.  Nichols.  I'm  glad  to  see  you. 

Mr.  Spratt.  I  would  propose  this  order  if  it's  agreeable  with  the 
panel:  We  will  take  Mr.  Carlos  Moore  first,  then  Mr.  Bodner,  and 
then  we  will  end  up  with  Mr.  Gundersheim. 

Carlos,  as  with  the  other  witnesses,  your  testimony  I  have,  I  be- 
lieve. And  we  will  incorporate  all  of  your  testimony,  all  witnesses' 
testimony,  in  the  record  as  it  was  submitted,  so  you  can  summarize 
it  if  you  wish.  The  floor  is  yours. 

STATEMENT  OF  CARLOS  F^.  MOORE,  EXECUTIVE  VICE  PRESI- 
DENT, AMERICAN  TEXTILE  MANUFACTURERS  INSTITUTE, 
ACCOMPANIED  BY  DOUGLAS  W.  BULCAO,  DEPUTY  EXECU- 
TIVE VICE  PRESIDENT 

Mr.  Moore.  Thank  you,  Mr.  Chairman.  My  name  is  Carlos 
Moore.  I'm  executive  vice  president  of  the  American  Textile  Manu- 
facturers Institute,  which  is  the  national  association  of  the  textile 
industry  here  in  the  United  States.  Our  members  account  for  about 
75  percent  of  all  the  fiber  that's  consumed  domestically  in  the  U.S. 
textile  industry  and  we  employ  nearly  700,000  workers.  And  when 
we  couple  that  with  our  related  industries  of  fibers  and  apparel,  we 
are  one  of  the  largest  manufacturing  sectors  in  the  United  States 
with  over  2  million  workers. 

Last  year  our  board  of  directors  voted  to  support  the  North 
American  Free  Trade  Agreement.  We  reached  this  decision  after 
very  careful  thought  and  consideration  of  all  the  advantages  and 
disadvantages.  Our  board,  our  executive  committee,  and  a  special 
group  of  our  chief  executive  officers  participated  in  this  evaluation 
and  we  voted  overwhelmingly  to  support  NAFTA. 

Before  we  discuss  the  impact  of  NAFTA  on  our  industry,  I  would 
like  to  say  that  the  biggest  single  factor  affecting  the  impact  of 
NAFTA  on  our  industry  is  not  NAFTA  itself  but  the  Uruguay 
Round  of  trade  negotiations.  We  believe  that  if  that  deal  is  com- 
pleted on  the  basis  of  the  current  proposals  that  are  out  there  now, 
then  there  really  is  no  point  to  these  hearings,  our  testimony,  or 
NAFTA  itself  All  of  that  can  become  moot  in  a  heartbeat  because 
those  proposals  will  turn  over  our  market  to  China,  Pakistan, 
India,  and  other  large  Asian  producers. 

Having  said  that,  we  will  endeavor  to  fulfill  the  mission  of  this 
hearing  and  to  appraise,  from  our  perspective,  NAFTA.  We  believe 
that  the  biggest  single  factor  in  this  free  trade  agreement  is  the 
rule  of  ori^n.  You've  heard  a  lot  about  it  already  this  morning,  and 
I'm  not  going  to  go  into  it  in  any  great  detail  except  to  say  that 
we  believe  to  the  greatest  degree  practicable  the  rule  of  origin  pro- 
vides for  North  American  content  in  the  goods  that  are  manufac- 
tured. And  that  is  the  crucial  element  of  a  free  trade  agreement  in 
our  opinion. 

There  is  absolutely  no  justification  to  offer  benefits  and  pref- 
erences to  other  countries  that  are  not  party  to  the  negotiation, 
that  have  made  no  concessions,  that  have  not  participated. 

The  second  crucial  element  for  us  is  to  achieve  a  high  degree  of 
Customs  enforcement.  And  I  won't  repeat  what  you  have  heard 
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today  except  to  say  that  we  concur  fully  that  those  rules  £Uid  provi- 
sions that  are  embodied  in  the  agreement  are,  in  our  opinion,  suffi- 
cient to  provide  effective  enforcement.  The  most  crucial  next  step 
is  to  provide  the  funding  and  the  resources  to  Customs  to  do  so. 

We  have  played  a  role  in  the  past,  as  the  textile  industry  and 
as  part  of  a  broad  industry  with  some  of  my  colleagues  here  on  this 
panel,  in  training  Customs  personnel  on  better  enforcement,  audit- 
ing, and  inspection  of  textile  products  and  textile  facilities.  We 
have  been  asked  to  do  so  again  by  the  Customs  Service  with  regard 
to  NAFTA,  And  we  are  pleased  to  do  so. 

We  have  under  way  a  program  that  will  bring  Customs  officials 
into  textile  mills.  Also,  one  of  our  member  companies,  Guilford 
Mills  of  Greensboro,  NC,  has  agreed  to  include  a  large  number  of 
Customs  officials  in  a  training  session  which  they  hold  on  textile 
processing. 

We  will  be  conducting  tours  and  information  sessions  with  Cus- 
toms officials  in  textile  mills  in  your  State,  quite  possibly  in  your 
district,  and  in  other  textile  States  as  well.  So  when  Customs  in- 
vestigators enter  a  foreign  mill  for  an  onsite  inspection  they  can 
look  at  the  number  of  looms,  the  width  of  the  looms,  find  out  the 
speed  or  the  make  of  the  loom,  and  they  can  find  out  with  that 
basic  information  whether  the  mill  is  making  100,000  yards  a 
week,  1  million  yards  a  week,  or  maybe  10  yards  a  week,  which 
is  sometimes  the  case  when  you  see  these  snell  operations  over- 
seas. 

So  in  carrying  out  these  training  sessions,  we  have  sensed  and 
we  clearly  have  come  to  observe  a  real  commitment  on  the  part  of 
Customs  officials  to  enforce  current  agreements  and  certainly  the 
NAFTA.  We  also  believe  that  there  is  an  increased  willingness  on 
the  part  of  our  North  American  trading  partners  to  enforce  trade 
laws  and  rules. 

The  Government  of  Canada  is  not  bashful  in  coming  in  to  audit 
and  inspect  our  facilities  under  the  United  States-Canada  agree- 
ment. Some  of  those  audits  are  under  way  at  this  very  moment. 
U.S.  Customs  officials  have  done  the  same  in  Canada. 

I  think  that  recent  events  in  Mexico  point  up  to  the  Mexican 
Government's  commitment.  They  have  placed  extremely  high  puni- 
tive duties  against  dumped  Chinese  apparel  and  textile  products 
into  Mexico,  duties  that  range  as  high  as  500  percent.  We  could 
only  dream  about  such  dumping  duties  here  in  the  United  States, 
but  they  could  well  be  justified,  we  believe. 

So  we  think  that  the  tools  are  in  place  for  enforcement.  We  think 
there  is  a  will  to  enforce  the  agreement.  And  we  urge  Congress  to 
make  sure  that  Customs  has  the  resources  at  its  disposal  to  enforce 
it. 

There  are  two  other  key  elements  of  the  agreement  I  would  like 
to  touch  on  very  briefly.  One  is  the  phaseout  of  tariffs,  which  is  the 
biggest  economic  incentive  in  a  free  trade  agreement  for  business- 
men. The  tariff  phaseout,  in  our  opinion,  is  adequate.  It's  balanced. 
It's  reciprocal  in  the  sense  that  when  we  phaseout  a  tariff,  Mexico 
and  Canada,  which  is  already  in  the  process  of  phasing  out,  phases 
out  on  that  same  basis.  This  is  a  very  unusual  kind  of  trade  agree- 
ment because  it  is  reciprocal  and  balanced.  Many  of  our  trade 
agreements  are  not. 
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Finally,  I'd  like  to  talk  about  the  safeguard  mechanism  as  an  ele- 
ment of  the  agreement  that  is  quite  important.  That  has  been 
talked  about  today,  and  there  really  are  two  different  types  of  safe- 
guard agreements  for  textiles,  one  that  has  to  do  with  goods  that 
meet  the  rules  of  origin  and  one  with  those  that  don't. 

I  would  like  to  call  to  your  attention  the  understanding  of  the 
agreement  which  I  have  and  which  I  believe  is  shared  by  my  col- 
leagues here  that  the  textile  safeguard  agreement  will  be  imple- 
mented by  the  Committee  to  Implement  Textile  Agreements,  just 
as  the  current  textile  program  is  administered. 

I  believe  that  an  earlier  witness  mentioned  that  the  Inter- 
national Trade  Commission  would  be  involved  in  that.  That  is  not 
our  understanding,  but  that  is  something  you  may  want  to  pursue 
because,  in  our  judgment,  we  believe  that  it  is  vitally  important 
that  the  Committee  to  Implement  Textile  Agreements  continue  to 
be  the  relevant  interagency  g^oup  that  administers  the  program. 

I  would  like  to  discuss  finally  some  other  reasons  that  ATMI  and 
its  member  companies  have  agpreed  that  they  should  support 
NAFTA,  We  did  not  view  this  from  an  ideological  point  of  view.  We 
looked  at  it  from  the  point  of  view  of  business,  of  job  opportunities, 
production  opportunities.  And  we  have  found  that  within  the  Mexi- 
can market  there  are  great  opportunities  for  our  products. 

Mexico  is  a  growing  economy.  It  has  a  rapidly  growing  popu- 
lation. We  think  that  as  they  build  up  their  infrastructure  there 
will  be  demand  for  industrial-type  textiles  of  which  we  make  a 
wide  variety. 

We  believe  that  there  is  a  significant  middle  class  in  Mexico  that 
will  present  a  real  market  opportunity  for  our  home  furnishing 
products.  And  we  believe  that  Mexican  apparel  manufacturers  will 
find  our  fabrics  to  be  competitive,  very  good  quality,  and  in  high 
demand  within  North  America. 

The  Canadian  Free  Trade  Agreement  has  worked  well.  Trade  has 
increased  significantly  in  both  directions,  from  the  United  States  to 
Canada,  and  from  Canada  to  the  United  States.  We  beheve  that 
that  can  continue  to  happen  under  a  NAFTA  with  Mexico. 

We  also  believe  that  it  is  time  that  the  United  States  begin  to 
look  at  a  regional  trading  bloc  approach  because  that  is  what's  hap- 
pening worldwide.  The  European  Community  is  moving  more  to- 
ward a  bloc.  Southeast  Asia,  dominated  by  Japan  and,  to  some  ex- 
tent, Taiwan  and  Korea,  is  in  a  sense  a  bloc.  We  need  to  do  the 
same.  And  that  can  begin  with  NAFTA. 

Finally,  I  would  like  to  comment  that  if  you  really  are  going  to 
consider  what  is  likely  to  happen  with  NAFTA  and  its  impact  on 
our  industry,  I  think  you  must  consider  what  is  likely  to  happen 
if  there  is  no  NAFTA.  And  I  think  that  is  a  very,  very  important 
consideration  that  is  often  overlooked,  at  least  to  date,  in  the  dis- 
cussion about  NAFTA. 

From  our  perspective  and  from  everything  we  have  read  and 
studied,  it  is  a  virtual  certainty  that  Mexico  is  on  a  development 
path  that  will  not  be  deterred  because  of  the  failure  of  NAFTA. 
They  will  continue  their  development  path  because  their  society  is 
now  mobilized  to  do  it.  They  expect  it.  It's  politically  the  thing  to 
do.  It's  socially  and  economically  the  thing  to  do.  If  they  do  not  do 
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it  with  the  United  States  and  Canada,  they  will  certainly  do  it 
without  us. 

And  they  will  do  it  in  a  way  that  will  have  all  of  the  disadvan- 
tages, the  damage  and  consequences  that  opponents  of  NAFTA  be- 
lieve NAFTA  will  bring.  It  is  very  ironic  that  by  defeating  NAFTA 
you  may  well  bring  about  the  damage  and  the  problems  that  you 
claim  NAFTA  will  bring. 

We  think  NAFTA  will  bring  opportunities  from  growth  and  in- 
creased employment  in  our  sector  and  in  our  economy.  Without 
NAFTA  we  will  see  a  Mexico  dominated  by  Asian  investment  with- 
out any  rules  of  origin  like  NAFTA's,  without  anv  Customs  enforce- 
ment rules  beyond  what  we  currently  have  today  with  our  other 
trading  partners,  and  which  are  not  nearly  as  good  as  the  rules 
under  NAFTA. 

We  will  see  Mexico  developing  with  Asian  investment  without 
any  United  States  pressure  for  environmental  performance,  or  for 
labor  rights,  because  we  will  not  be  part  of  that  game.  And  I  think 
that  the  consequences  would  be  extremely  serious.  That  is  another 
compelling  reason  that  we  support  NAFTA  and  why  we  believe 
that  NAFTA  should  be  enacted.  Thank  you. 

[The  prepared  statement  of  Mr.  Moore  follows:] 
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Thank  you  Mr.  Chairman. 

Mr.  Chairman,  members  of  the  Committee,  thank  you  for  the  opportunity  to  appear  before 
you  today.   My  name  is  Carlos  Moore  and  I  am  Executive  Vice  President  of  the  American 
Textile  Manufacturers  Institute  (ATMI),  which  is  the  national  association  of  the  textile 
industry.    AMTl's  member  companies  account  for  75  percent  of  the  fibers  consumed  by  the 
domestic  textile  industry  and  are  engaged  in  every  facet  of  textile  manufacturing  and 
marketing.   The  American  textile  industry  employs  nearly  700,000  workers  and,  when 
coupled  with  the  related  fiber  and  apparel  producing  industries,  represents  the  second  largest 
base  of  manufacturing  employment  in  the  country  with  over  two  million  American  workers. 

At  its  September,  1992  meeting  ATMI's  Board  of  Directors  voted  to  lend  the  Institute's 
approval  and  support  to  the  proposed  North  American  Free  Trade  Agreement  (NAFTA). 
This  decision  was  reached  after  careful  and  thorough  consideration  of  the  pros  and  cons  of 
NAFTA  on  the  part  of  ATMI's  Board,  its  Executive  Committee  and  the  special  NAFTA 
working  group  established  by  ATMI's  then-president,  Neil  Hightower.   This  was  not  a 
decision  made  in  haste  or  without  an  understanding  of  its  consequences. 

A  proper  appraisal  of  NAFTA  or  any  trade  agreement  must  consider  the  many  diverse 
elements  that  go  into  making  such  an  accord.   Towering  above  all  other  considerations  in  the 
construction  of  a  free  trade  agreement  is  the  nile  of  origin.   ATMI  has  determined  that  the 
rule  of  origin  for  textile  and  apparel  products  in  NAFTA  is  a  very  strict  one,  requiring,  to 
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the  greatest  degree  practicable,  North  American  content  in  products  eligible  for  the  tariff  and 
other  preferences  available  under  NAFTA. 

NAFTA  is  by  definition  a  preferential  trading  agreement  among  nations  who  have  mutually 
agreed  to  make  concessions  to  each  other,  each  party  both  giving  and  receiving.   It  makes  no 
sense  whatsoever  ~  no  economic  sense,  no  moral  sense,  no  political  sense,  no  logical  sense  - 
-  to  offer  the  benefits  and  preferences  of  NAFTA  to  other  countries  which  were  not  party  to 
the  negotiation  and  made  no  concessions,  paid  no  price,  at  all.   Thus,  a  strong  rule  of  origin 
is  absolutely  essential  to  the  realization  of  the  aims  and  objectives  of  a  free  trade  agreement. 

Another  element  which  ATMI  considered  essential  to  its  support  for  NAFTA  was  to  provide 
for  a  high  degree  of  customs  cooperation  and  enforcement  to  guard  against  those  seeking  to 
gain  by  violating  the  rules  of  origin  and/or  existing  customs  laws  and  regulations.   This 
objective,  too,  has  been  achieved  with  the  understanding  and  cooperation  of  both  Canada  and 
Mexico.   The  next  task  will  be  implementation. 

We  believe  it  is  absolutely  essential  that  the  U.S.  Customs  Service  must  be  provided  the 
resources  necessary  to  properly  enforce  the  terms  and  conditions  of  NAFTA,  to  police  our 
borders  and  defend  the  domestic  industry  and  its  workers  from  those  who  will  try  tp  cheat. 

The  Agreement  itself  provides  the  tools  for  Customs  to  properly  enforce  NAFTA.   It 
contains  a  three-tiered  approach  to  customs  enforcement  consisting  of: 
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1.  Documentation  of  origin  attesting  that  the  imported  goods  are  eligible 
in  all  respects  for  NAFTA  preferences.  This  must  be  retained  by  the 
U.S.  importer,  who  thereby  is  legally  liable  for  the  consequences  of  a 
false  declaration; 

2.  Audits  of  exporters'  books,  records  and  facilities  by  Customs  personnel 
of  the  importing  country  to  verify  North  American  origin  of  the 
constituents  and  components  of  the  exported  good  claiming  NAFTA 
preferences; 

3.  On  site  inspection  by  Customs'  "jump  teams"  to  verify  the  existence  of 
production  in  a  NAFTA  partner  country,  the  use  of  North  American 
inputs  and  sufficient  capacity  to  produce  the  quantity  exported. 

These  procedures  are  better  than  we  now  have  in  the  U.S. /Canada  Free  Trade  Agreement. 
With  them.  Customs  can  do  its  job  properly  if  it  has  the  necessary  resources.    ATMI  urges 
this  subcommittee  to  work  to  ensure  that  sufficient  funding  is  provided  to  the  Customs 
Service. 

ATMI  has  been  asked  to  assist  in  training  Customs  personnel  for  NAFTA  enforcement  and 
we  are  pleased  and  eager  to  do  so.   This  will  be  a  continuation  of  a  program  of  many  years' 
standing  whereby  ATMI  and  other  associations  representing  the  domestic  fiber,  textile  and 
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apparel  industry  hold  sessions  for  Customs  officers  in  textile  and  appaiel  identification  and 
classification  procedures,  manufacturing  methods  and  processes,  capacity  measurement 
techniques  and  other  technical  skills.   We  find  these  sessions  to  be  mutually  beneficial 
because  while  we  are  instructing  Customs  personnel  about  our  industry,  we  are  also  learning 
about  the  enormous  task  they  face  in  trying  to  combat  fraudulent  imports.   The  more  we  hear 
from  these  dedicated  men  and  women  in  the  field  the  more  we  are  convinced  that  the 
Customs  Service  has  the  commitment  to  combat  textile  and  apparel  customs  fraud.   It  must 
have  the  resources. 

It  is  almost  a  given  that  shady  exporters  and  importers  will  try  to  take  advantage  of  NAFTA, 
unfairly  and  illegally,  in  one  way  or  another.   When  they  are  caught  they  should  be  punished 
severely.   U.S.  Customs  already  has  the  authority  to  levy  heavy  fines  and  penalties  against 
importers  who  violate  our  laws  and  regulations  and  we  hope  Customs  will  not  be  sparing  in 
its  use  of  this  authority.   Additionally,  we  believe  that  the  United  States  should  ask  its 
NAFTA  partners  to  be  similarly  punitive  to  exporters  in  their  countries  who  are  knowing 
participants  in  fraud.   We  have  recently  seen  evidence  of  Mexico's  willingness  to  move 
decisively  in  this  area  by  placing  very  significant  anti-dumping  duties  against  illegally 
dumped  goods  into  Mexico  from  the  People's  Republic  of  China. 

From  an  economic  or  business  perspective,  the  chief  attraction  of  a  free  trade  agreement  is 
the  removal  of  tariffs  on  imported  goods.   The  schedule  of  tariff  phaseouts  in  our  existing 
Free  Trade  Agreement  with  Canada  was  agreed  to  in  1988  and,  as  will  be  pointed  out  later. 
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has  worked  well.   Agreeing  on  tariff  phaseouts  with  Mexico  rq)resented  a  far  more  daunting 
challenge  but  one  which,  in  ATMI's  opinion,  was  successfully  addressed.   We  and  Mexico 
agreed  to  eliminate  tariffs  on  textile  and  apparel  goods  which  meet  the  rule  of  origin  and  the 
great  majority  of  them  will  be  phased  out  in  six  years.   One  key  point  is  that  there  is  one 
hundred  percent  reciprocity  in  these  tariff  phaseouts.   Neither  we  nor  Mexico  gets  to 
maintain  an  individual  tariff  longer  than  our  partner  and  the  rate  of  phaseout  is  identical  La 
both  countries. 

The  fourth  key  element  of  NAFTA  which  ATMI  endorses  is  the  safeguard  mechanism  or,  to 
be  quite  precise,  mechanisms,  because  there  are  two  of  them  available  to  textiles  and 
apparel.   These  safeguards  wUl  enable  domestic  producers  to  seek  temporary  relief  from 
damaging  import  surges  as  they  adjust  to  the  changed  conditions  of  a  new,  tripartite  NAFTA- 
defined  marketplace. 

Taken  together,  these  four  elements  ~  rules  of  origin,  customs  enforcement,  tariff  phaseout 
and  safeguards  -  comprise  the  critical  mass  of  NAFTA.   Although  not  all  are  perfect  in  all 
respects,  each  we  believe,  successfully  addresses  ATMI's  concerns.   NAFTA  thus  represents 
something  extraordinary  in  ATMI's  experience:   a  trade  agreement  that  is  fair,  balanced, 
reciprocal  and  equitable,  one  in  which  the  United  States  did  not  open  its  market  unilaterally. 

At  the  same  time,  there  are  other  reasons  to  support  NAFTA.   AMTI  is  not  an  ivory  tower 
think  tank  or  school  of  philosophers  interested  primarily  in  ideology.   It  is  an  association  of 
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business  people,  employers,  who  know  well  the  meaning  of  the  word  "competition".   The 
overwhelming  view  of  ATMI's  members  is  that  NAFTA  will  result  in  increased  business  for 
them  and  increased  employment  for  American  workers. 

As  Mexico  continues  its  program  of  economic  reform  and  more  investment  is  made  available 
for  both  public  and  private  sector  infrastructure  improvement,  great  quantities  of  industrial 
textiles  will  be  needed.   NAFTA  tariff  preferences  give  American  mills  an  advantage  in 
bidding  for  this  business.    A  large  (larger,  ATMI  thinks,  than  official  data  indicate)  and 
growing  Mexican  middle  class  represents  a  fertile  market  for  American  home  furnishings  and 
we  believe  that  Mexican  apparel  manufacturers  will  be  eager  users  of  American  piece  goods. 
Nobody  is  going  to  hand  American  mills  this  business  on  a  silver  platter;  they  will  have  to 
compete  against  Mexican  and  Canadian  mills  for  it,  but  this  is  competition  that  the  American 
industry  welcomes. 

An  indication  of  what  lies  in  store  under  NAFTA  may  be  had  from  a  consideration  of  what 
has  happened  since  our  Free  Trade  Agreement  with  Canada  (CFTA)  went  into  effect.   From 
1988,  the  last  year  before  CFTA,  to  1992,  Canada's  exports  of  textile  products  to  the  U.S. 
increased  120  percent  or  $256  million.   At  the  same  time,  our  textile  exports  to  Canada 
increased  127  percent  or  $813  million.   We  now  export  $1.5  billion  worth  of  textile  mill 
products  to  Canada  annually.   Under  our  free  trade  agreement  both  parties  have  increased 
their  exports,  which  is  the  way  the  agreement  was  supposed  to  work.   We  expect  the  same 
thing  under  NAFTA. 
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Another  compelling  reason  to  support  NAFTA  arises  after  consideration  of  the  manner  in 
which  world  economies  and  trading  systems  are  evolving.   While  there  is  much  talk  about 
the  (perceived)  benefits  of  a  truly  open  international  trading  system,  talk  which  expounds  the 
virtues  of  multilateralism,  it  is  just  that:   talk.   The  reality  is  something  else.   It  is  readily 
c^arent  that  three  distinct  and  sq}arate  spheres  of  economic  influence  are  evolving  today. 
The  most  notable  is,  of  course,  Europe,  in  which  the  twelve-member  European  Community 
is  extending  trade,  investment  and  other  incentives  and  preferences  not  only  to  each  other, 
but  to  the  new  democracies  of  eastern  Europe,  and  to  other  European  countries  as  well. 

The  second  center  of  economic  influence,  and  the  fastest-growing  in  the  world,  is  Southeast 
Asia.   While  Japan  is  clearly  at  the  controls  of  this  accelerating  economic  engine,  the 
contributions  of  Taiwan  and  South  Korea  should  not  be  underrated.   Although  the  economies 
of  the  several  nations  of  Southeast  Asia  are  of  varying  proportion  and  in  differing  stages  of 
development,  they  all  share  one  common  trait  which  we  should  not  lose  sight  of:   they  are 
resolutely  mercantilist,  seeking  to  export  to  the  rest  of  the  world  far  more  than  they  import. 

Finally,  there  remains  the  least  populous  international  grouping  of  countries:   North 
America.   While  the  economic  ties  that  bind  the  participants  in  this  region  are  strong  they 
have,  until  recently,  been  largely  informal.   The  first  stq)  toward  formalizing  and 
strengthening  them  was  taken  on  January  1,  1989  when  the  U.S.-Canada  Free  Trade 
Agreement  went  into  effect.   NAFTA  now  affords  us  the  opportunity  to  further  strengthen 
and  expand  this  alliance.   In  light  of  what  is  evolving  elsewhere  in  the  world,  it  is  in  our 
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economic,  social  and  political  self-interest  to  do  so.   To  turn  our  backs  on  NAFTA  and  on 
increased  economic  cooperation  and  integration  throughout  the  hemisphere  is  to  turn  a  blind 
eye  to  the  changes  sweeping  the  world  and  to  refuse  to  confront  reality. 

ATMI  recognizes  that  many  members  of  this  Subcommittee  and  the  full  Congress  may  wish 
to  review  the  results  of  the  corollary  negotiations,  or  side  agreements,  now  underway 
regarding  environmental  protection,  workers'  rights  and  import  surges  before  making  a 
determination  whether  or  not  to  support  NAFTA. 

Also  necessary,  however,  for  a  thorough  and  proper  consideration  of  the  pros  and  cons  of 
NAFTA  is  an  assessment  of  what  is  likely  to  happen  if  there  is  no  NAFTA. 

It  seems  apparent  -  in  fact,  it  is  a  virtual  certainty  -  that  with  or  without  NAFTA,  Mexico 
will  continue  its  program  of  economic  development.   If  its  North  American  neighbors,  the 
United  States  and  Canada  are  not  party  to  and  partners  in  this  program,  then  Mexico  will 
turn  elsewhere  for  the  technical  and  investment  assistance  and  raw  material  inputs  it  needs  to 
succeed  in  its  development  eifotts.  It  will  turn  to  Asia;  and  the  Asian  nations,  with  an 
enormous  pool  of  capital  available  for  investment  and  ever  covetous  of  our  market,  will 
respond.   In  that  eventuality  out  worst  nightmare  will  become  reality:   Mexico  will  become  a 
springboard  for  Asian  firms  wishing  to  export  to  the  United  States.   There  will  be  no  strong 
rules  of  origin,  there  will  be  no  enhanced  Customs  enforcement  and  surveillance  and  there 
certainly  will  be  no  inclination  on  the  part  of  the  Mexican  government  to  go  out  of  its  way  to 
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use  U.S.  components  and  inputs.   Moreover,  Mexico  will  be  under  no  pressure  from  the 
U.S.  to  police  its  borders,  to  preserve  its  environment  or  to  improve  its  labor  and  worker 
rights. 

Ironically,  the  fears  of  those  who  oppose  NAFTA  will  come  to  pass  only  if  those  opponents 
succeed  -  that  is,  if  NAFTA  fails  to  be  enacted.    On  the  other  hand,  if  NAFTA  is  enacted, 
U.S.  woiicers  and  businesses  will  share  in  Mexico's  development  in  its  maricet  and  in 
building  a  counterfoice  to  the  other  regional  trading  blocs  that  dominate  much  of  the  world. 
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Mr.  Spratt.  Thank  you  very  much,  Mr.  Moore.  Mr.  Bodner. 

STATEMENT  OF  SETH  M.  BODNER,  EXECUTIVE  DIRECTOR, 
NATIONAL  KNITWEAR  AND  SPORTSWEAR  ASSOCIATION 

Mr.  Bodner.  Mr.  Chairman,  thank  you  very  much.  I  will  take 
advantage  of  the  statement  having  been  put  in  the  record  and  not 
go  through  the  whole  thing.  I'd  like  to  address  myself  to  a  number 
of  points  that  have  been  made  thus  far  this  morning  and  to  focus 
a  little  bit  more  specifically  on  some  of  the  origin  rule  questions, 
which  I  imderstand  was  one  of  the  focal  points  of  the  meeting. 

First  of  all,  with  respect  to  the  point  that  Mr.  Mendelowitz  made 
about  the  ITC  deciding,  that's  a  major  issue.  That's  a  major  issue. 
Mr.  Moore  just  picked  it  up,  as  well,  and  I  want  to  reemphasize 
it.  We  never  heard  that  put  to  us  as  advisors  that  this  was  going 
to  be  an  ITC  decision. 

And  if  you  put  that  in  the  context  of  Ms.  Miller's  comment  about 
what  happens  if  under  the  TPL  system — they  concentrated  on  a 
single  category,  and  she  says,  "Well,  you  have  the  safeguard  rem- 
edies." And  Mr.  Mendelowitz  says  the  safeguard  remedies  go  to  the 
ITC.  What  you  have  is  first  a  huge  concentration  of  imports  in  a 
given  product,  followed  by  damage,  followed  by  a  hearing  to  prove 
damage  to  the  ITC. 

Mr.  Spratt.  First  of  all,  was  he  correct?  Do  they  go  to  the  ITC? 

Mr.  Bodner.  It  hasn't  been  settled.  There  is  nothing  in  the 
agreement  that  tells  you  that. 

Mr.  Spratt.  Wouldn't  it  be  more  logical  that  they  would  first  go 
to  the  Committee  for  Implementation  of  Textile  Agreements? 

Mr.  Bodner.  We  think  so.  We  don't  know  what  the  administra- 
tion thinks. 

Mr.  Spratt.  Well,  of  course  Mr.  Mendelowitz  was  not  speaking 
for  the  administration;  that  was  his  interpretation. 

Mr.  Bodner.  My  only  point  is,  of  course,  that  it's  not  covered  in 
the  agreement  so  it's  a  decision  that  needs  to  be  looked  at  and  in- 
deed in  the  implementing  legislation  could  be  specified  without  vio- 
lating the  agreement. 

How  the  United  States  chooses  to  carry  out  its  obligations  is  for 
the  United  States  to  decide  on  that  kind  of  a  question.  And  under 
the  TPL  system,  there  is  no  concentration  provision,  as  you  pointed 
out.  And  the  trouble  with  the  answer  you  got  is  that  it  deals  with 
after-the-fact  damage. 

What  we're  saying  and  what  we  have  said  all  the  way  through 
this  negotiation  was  if  you're  going  to  have  TPL's — a  separate,  im- 
portant question — if  you're  going  to  have  them,  why  permit  damage 
without  any  opportunity  to  consult  in  advance?  What  you  want  to 
do  is  prevent  a  disruption,  not  figure  out  a  way  to  give  somebody 
trade  adjustment  assistance  after  his  company  has  been  closed. 

So  the  point  is  that  Mexicans  could  be  in  effect  compelled  to  dis- 
cuss with  the  United  States  where  they  were  allocating  their  TPL 
yardage  before  they  did  it.  And  it  would  be  an  opportunity  for  the 
United  States  to  say,  "We  don't  think  you  ought  to  ship  it  all  in 
woven  shirts  or  in  denim  trousers,"  or  whatever  the  item  is.  That's 
really  an  important  point,  and  I  believe  it  still  could  be  dealt  with 
legislatively  as  a  kind  of  a  mandate  to  the  U.S.  implementation  po- 
sition. 
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We  thought  that  the  rules  of  origin,  as  they  emerged,  are  really 
quite  good.  But  they  are,  in  fact,  a  compromise.  And  while  it  is  very 
nice  for  everybody  to  say  that  we  went  as  far  as  we  could  and  you 
only  have  exceptions  where  products  are  not  physically  available, 
that's  really  not  true.  There  is  very  little  in  the  real  world  that's 
not  available  somewhere  on  this  continent,  very  little  indeed.  You'll 
find  people  out  there  manufacturing  things  you  had  no  idea  they 
were  maJcing  here. 

It's  true  we  don't  produce  silk.  But  I  don't  think  it's  beyond  the 
wit  of  the  American  spinning  and  weaving  industry  to  spin  and 
weave  silk.  And  yet,  we  gave  a  TPL  for  apparel  made  of  silk  prod- 
ucts instead  of  saying,  "Well,  look,  we'll  let  you  bring  in  all  the  silk 
you  need,  but  the  spinning  and  weaving  at  the  end  of  a  10-year 
transition  period  have  to  be  done  in  the  NAFTA  area."  There  were 
alternative  things  that  could  have  been  done  to  preserve  the  bene- 
fits of  NAFTA  more  to  the  domestic  three-country  market. 

But  like  any  negotiation,  this  was  a  negotiation  that  involved  a 
lot  of  U.S.  players  and  a  lot  of  varied  interests.  But  it's  wrong  to 
assume  that  the  only  place  there's  a  TPL  exception  is  because  no- 
body makes  that  product  here.  We  do  these  things.  These  kinds  of 
things  do  go  on  here. 

In  terms  of  the  "yam  forward"  and  "fiber  forward"  rules,  after  a 
lot  of  back  and  forth,  the  Government  did  go  "fiber  forward"  in  a 
number  of  ways,  and  that  was  a  significant  improvement. 

In  the  sweater  area,  we  wound  up  paying  for  that  with  an  imme- 
diate duty  reduction  in  manmade  fiber  sweaters  from  day  1  of  the 
agreement.  We  did  that  not  because  the  domestic  manmade  fiber 
sweater  industry  is  so  strong  that  we  had  nothing  to  be  concerned 
about.  We  did  that  because  we  were  concerned  that  Far  East  sup- 
pliers would  be  able  to  put  fiber,  which  is  one  of  the  crucial  ele- 
ments in  determining  your  cost  in  this  kind  of  garment,  put  that 
product  into  their  own  spinning  or  knitting  facilities  in  Mexico  at 
a  price  that  they  would  never  make  it  available  here. 

There's  no  way  to  reach  that  product  under  the  dumping  laws  in 
the  United  States,  and  they'd  run  everybody  out  of  business  by  get- 
ting a  NAFTA  benefit  on  internally  sold  fiber.  So  we  cut  out  the 
fiber  by  going  "fiber  forward"  and  we  paid  for  it  by  going  to  zero 
duty  on  the  garment  because  we're  not,  in  the  short  run,  that  con- 
cerned about  the  Mexican  sweater  industry  in  the  near  term. 
That's  down  the  road.  But  it's  not  quite  right  to  say  that  it  all  has 
to  do  with  the  strength  of  the  domestic  industry,  as  was  suggested 
earlier. 

The  TPL  numbers  are  a  matter  for  people  to  reach  their  own  con- 
clusions on  whether  they're  large  or  small.  I  just  gave  an  example 
of  what  would  happen  in  one  product  if  it  all  came  in,  in  one  prod- 
uct. I  did  not  put  that  example  in  because  I  sit  up  nights  worrying 
that  the  Mexicans  are  getting  ready  to  do  exactly  that  and  they're 
going  to  unload  all  the  cotton  sweaters  they  can  manage. 

It's  not  that  easy  a  product  for  them  to  make,  and  they  probably 
don't  have  the  capacity  to  handle  it.  But  it's  an  example  that  is  out 
there,  and  that's  why  you  need  a  consultation  provision.  And  that's 
all  we  asked  for  was  something  that  would  be  some  sort  of  a  notice 
so  you  could  talk  about  it.  There  is  nothing  like  that. 
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Finally,  it  was  mentioned,  and  you  raised  it  earlier,  that  the 
whole  origin  rule  question,  which  was  a  matter  of  intense  debate 
and  differences  of  opinion  between  our  sector  as  a  whole  and  the 
retail  community,  it  is  subject  to  review  and  possibly  renegotiation. 

The  most  startling  and  amusing  item  in  the  press  recently  was 
that  when  the  Mexicans  imposed  the  antidumping  duties  on  goods 
from  China  that  Mr.  Moore  referred  to  before,  the  loudest  com- 
plainers  were  the  U.S.  retailers.  Now  that  ought  to  give  you  an 
idea  about  whose  merchandise  they  expected  to  be  selling  in  Mex- 
ico. It  was  Chinese  merchandise,  not  American  merchandise. 

And  that's  why  we're  concerned  that  during  the  course  of  a  tran- 
sition period — and  you  have  a  5-year  annual  review,  a  new  admin- 
istration, a  different  administration,  somebody  responding  to  dif- 
ferent kinds  of  pressures,  social  upheaval  in  Mexico,  whatever  it  is, 
the  State  Department  will  have  a  reason — ^you'll  be  asked  to  give 
up  the  origin  rules  that  were  negotiated  with  such  pain  and  suffer- 
ing up  until  this  date.  And  if  that  possibility  is  open  without  legis- 
lation, the  pressure  to  do  that  will  be  enormous  and  continuous 
and  unrelenting. 

So  the  Confess  and  everyone  in  this  industry  would  be  much 
better  served  if  the  record  is  made  very  clear  from  the  outset  that 
you  cannot  loosen  the  origin  rule  requirements  without  specific  leg- 
islation. And  there  ought  to  bie  a  way  to  figure  out  a  technical  er- 
rors and  corrections  procedure  which  does  not  get  out  of  control. 
And  there  ought  to  be  a  way  to  figure  out  where  if  a  product  is  ab- 
solutely, physically  unavailable  you  can  make  an  exception. 

I  think  tnat  the  fundamental  rule  should  be  to  tie  down  what 
you  have  in  legislation.  And  the  impression  I  got  from  listening  to 
the  witnesses  this  morning  is  that  they're  not  completely  closed  to 
that  idea. 

We  think,  on  balance,  we  agree  with  Mr.  Moore  and  the  ATMI 
that  these  rules  are  in  fact  enforceable.  And  we  have  given  lots  of 
information  to  the  Grovernment,  everything  from  draft  forms  and 
declarations  requirements,  tracking  through  the  wool  products  and 
the  textile  fiber  identification  kind  of  approach,  to  origin  rules,  tak- 
ing that  approach  and  applying  it. 

But  I  have  to  say  that  the  problem  that  really  worries  us,  and 
I  think  would  have  dogged  this  thing  from  the  beginning  had  it 
been  as  clear  then  as  it  is  now,  is  the  ability  of  the  Customs  Serv- 
ice from  the  manpower  and  resource  point  of  view  to  enforce  it. 
And  to  that  I  would  add,  personally,  doubt  about  the  willingness 
of  the  Government  to  absolutely  crack  down  if  cracking  down 
causes  political  discomfort. 

My  testimony  is  replete  with  a  long  excerpt  concerning  China. 
We  nave  been  hearing  for  years  about  major  Customs  investiga- 
tions and  Mr.  Banks'  jump  teams  are  made  up  of  very  dedicated, 
able  people,  and  we  are  told  constantly  that  indictments  are  in  the 
offering.  And  it  has  gone  on  for  so  long  that  I  can  no  longer  look 
my  people  in  the  face  and  say,  "Yes,  there  is  soon  going  to  be  a  real 
crackdown  on  that."  They  just  laugh,  because  we  haven't  had  it  yet. 

The  Chinese  Government  just  last  week  or  2  weeks  ago  an- 
nounced the  new  rule  that  they  were  not  going  to  permit  exports 
of  goods  with  third  country  labels  in  them.  Well,  that's  nice.  That's 
a  big  step  forward.  This  is  after  years  of  pressure  and  yelling  and 


117 

screaming  and  some  television  programs  that  caused  a  certain  em- 
barrassment. 

But  I  think  that  Customs  is  in  the  throes  of  an  enormous  budget 
crunch  that,  for  reasons  that  are  way  beyond,  as  they  say  in  the 
Government,  "our  grade  level,"  it's  not  so  easy  to  change  the  direc- 
tions. There  are  many  mandated  expenditures  in  Customs  that  the 
Congress  mandates  for  its  own  good  and  sufficient  reasons,  ports 
that  are  kept  open  that  Customs  would  like  to  close,  facilities  that 
they  would  like  to  open  that  they  can't  open. 

They're  not  even  allowed  to  study  the  organization  of  the  Cus- 
toms Service  if  that  study  might  result  in  the  closing  of  certain  col- 
lection centers.  That's  in  the  appropriations  statutes.  Customs  con- 
siders itself  very  substantially  hamstrung  in  terms  of  resource  allo- 
cation by  those  matters. 

I  know  from  my  work  with  the  Customs  Commercial  Advisory 
Committee  that  we  are  going  to  be  pushing  as  aggressively  as  we 
can  to  have  Congress  and  the  administration  take  a  hard  look  at 
whether  they  really  want  to  do  that  or  whether  we  want  to  free  up 
the  Customs  Service  to  respond  to  this  kind  of  a  situation.  The 
drug  pressure  overwhelms  the  Customs  Service.  It  overwhelms  it 
in  dollars;  it  overwhelms  it  in  the  use  if  manpower. 

Basically,  at  the  end  of  the  day,  Mr.  Chairman,  even  if  you  fix 
all  of  those  things,  we  think  that  NAFTA  is  a  bad  agreement  for 
the  United  States  and  it  will  cost  a  lot  of  jobs  and  a  lot  of  move- 
ment. 

I  will  close  with  a  reference  to  the  Journal  of  Commerce  of  May 
3,  which  reports  the  real  estate  group  in  Philadelphia,  Binswanger 
Group,  just  announcing  a  major  joint  venture  of  theirs  with  a  real 
estate  concern  in  Mexico.  And  they  said,  "As  the  North  American 
Free  Trade  Agreement  comes  closer  to  implementation,  we  are  see- 
ing a  dramatic  increase  in  the  number  of  companies  seeking  loca- 
tions in  Mexico."  Further,  'There's  been  a  tremendous  amount  of 
movement  by  European,  American,  and  Japanese  companies  into 
Mexico  to  take  advantage  of  NAFTA." 

We  certainly  agree  that  without  NAFTA  Mexico  is  going  to  be  a 
problem,  Mexican  trade  is  going  to  be  a  problem.  Mexico  is  going 
to  be  a  big  problem  with  or  without  it.  It  doesn't  follow  from  that 
that  you  go  ahead  and  do  this  and  make  it  easier  for  everybody  to 
move  down. 

We  also  can  see  that  the  smaller  apparel  companies  that  we  rep- 
resent and  the  smaller  knitter  companies  who  sell  to  small  apparel 
companies  are  going  to  get  absolutely  run  over  by  this  eventually. 
Either  they  are  going  to  have  to  move  themselves,  or  they're  going 
to  face  competition  from  people  who  have  moved  or  invested  fi'om 
the  Far  East. 

So  in  our  view,  it's  an  open  invitation  by  the  Government  to  say 
to  that  portion  of  the  work  force  which  does  not  have  the  high-tech 
trjiining  and  the  high-tech  capabilities,  "Goodbye.  We're  not  taking 
care  of  you."  That's  why  we  oppose  the  NAFTA  and  don't  believe 
that  origin  rules  will  deal  with  the  fundamental  problem. 

Thank  you. 

[The  prepared  statement  of  Mr.  Bodner  follows:] 
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statement  of  Seth  M.  Bodner 
Executive  Director 
National  Knitwear  &   Sportswear  Association 

Before  the 

Subcommittee  on  Commerce,  Consumer  and  Monetary  Affairs 
of  the  Committee  on  Government  Operations 
United  States  House  of  Representatives 
May  4,    1993 

Mr.  Chairman  &  Members  of  the  Committee,  this  statement  is 
filed  on  behalf  of  the  National  Knitwear  and  Sportswear  Asso- 
ciation, a  national  trade  association  headquartered  in  New  York 
City,  with  some  200  members  in  27  states. 

I  am  pleased  to  have  this  opportunity  to  present  testimony 
on  the  impact  of  the  NAFTA  on  apparel  producers.   The  NKSA  Board 
of  Directors  voted  in  August  of  1992  to  oppose  the  NAFTA. 

In  accord  with  the  Committee's  letter  of  invitation,  I  will 
comment  on  our  views  of  the  impact  of  NAFTA  and  focus  principally 
on  the  origin  rules  and  their  enforcement.  It  is  still  another 
tour  of  the  inevitable  problem  of  transshipment. 

SUMMARY  OF  POSITION  ON  --  NAFTA  The  agreement  will  severely 
impact  smaller  apparel  companies,  especially  contractors,  because 
of  the  huge  wage  and  labor  cost  gap  between  the  U.S.  and  Mexico. 
This  will  enable  larger  companies  to  take  advantage  of  Mexican 
facilities'  production,  and  exercise  greater  market  power. 
Smaller  producers  will  be  forced  to  move  their  operations,  or 
suffer  the  consequence.   Many  of  our  workers,  not  all  of  whom 
will  have  the  opportunity  or  capabilities  for  retraining  to  "l^igh 
tech"  "knowledge  intensive"  jobs  that  thrill  the  academic 
community,  will  be  put  out  of  work. 

—  RULES  OF  ORIGIN:  We  believe  that  while  the  rules  of  origin, 
which  are  critical  to  the  agreement  as  negotiated,  are  a  sound 
compromise,  albeit  with  some  important  loopholes,  there  is  reason 
for  serious  doubt  about  the  will  and  capabilities  of  the  govern- 
ment to  manage  their  enforcement.  There  are  especially  important 
Customs  resource  questions  which  must  be  central  to  any 
legislative  consideration  of  NAFTA  if  the  rules  are  to  have  any 
useful  effect  in  preventing  massive  evasion  of  the  agreement. 


By  way  of  personal  background,  during  the  years  1966-1974  I 
was  directly  involved  at  the  U.S.  Department  of  Commerce  in  the 
negotiation  and  implementation  of  U.S.  international  textile 
trade  agreements.   This  experience  included  active  participation 
in  the  negotiation  of  numerous  bilateral  cotton  textile  agree- 
ments, several  extensions  of  the  Long  Term  Arrangement  on  Cotton 
Textiles,  negotiation  of  the  first  bilateral  agreements  covering 
synthetic  fiber  and  wool  textiles  with  Japan,  Korea,  Taiwan  and 
Hong  Kong,  and  negotiation  of  the  first  Multi-Fiber  Arrangement. 
I  have  served  as  Executive  Director  of  the  National  Knitwear  and 
Sportswear  Association  since  early  1979.   NKSA  was  instrumental 
in  the  Treasury  Department's  1985  adoption  of  revised  rules  of 
origin  for  textiles  and  apparel. 
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At  present,  I  serve  on  the  Industry  Sector  Advisory 
Committee  (#15)  for  textiles  and  apparel,  as  its  representative 
to  the  Industry  Functional  Advisory  Committee  (#1)  on  Customs 
Matters,  and  as  a  member  of  the  Treasury  Department's  Advisory 
Committee  on  the  Commercial  Operations  of  the  U.S.  Customs. 

NKSA's  regular  and  associate  members  are  engaged  in  various 
aspects  of  the  knit  sportswear  manufacturing  business,  including 
knitting,  dyeing  yarns,  sewing  and  assembling  of  sweaters  and 
other  knitted   garments,  designing  garments,  dyeing  garments  and 
providing  fashion  and  related  services  to  the  industry. 

While  the  NKSA  represents  the  industry  in  various  matters 
affecting  international  trade  and  in  legislative  matters  in 
Washington,  we  do  not  represent  any  foreign  interests,  nor  the 
importing  interest  of  the  few  among  our  companies  who,  on 
occasion,  may  import  materials  or  items  for  use  in  the  manu- 
facture of  their  product  lines  or  as  part  of  their  line.  (While 
some  Canadian  companies  are  members,  we  would  not  presume  to 
speak  for  them  on  matters  of  international  trade  policy  and  they 
are  excluded  from  the  account  given  above.) 

THE  CONTEXT 

A  key  fact  about  the  important  trade  in  apparel  and  its 
component  textile  materials  is  that  while  quality  and  styling  of 
merchandise  vary,  at  the  end  of  the  day  most  manufacturers  in  our 
industry,  wherever  in  the  world  they  reside  and  whatever  their 
production  equipment  or  methodology,  are  able  to  produce  a 
product  that  can  sell  in  some  part  of  the  marketplace  if  it  is 
priced  right.   We  are  not  often  talking  about  unique  products, 
and  certainly  not  about  complex  assemblies  or  sophisticated 
components  whose  production  techniques  would  challenge  the  mettle 
of  a  rocket  scientist.   We  are  talking  about  clothing:  sweaters, 
sweatshirts,  active  wear,  golf  shirts,  etc.,  etc.   Everybody 
wears  it,  and  virtually  every  country  makes  it. 

Typically,  the  cheaper  the  labor  component  of  that  pro- 
duction, the  easier  to  price  the  garment  "right"  regardless  of 
its  perceived  physical  quality.   And  cheaper  labor  enables  a 
manufacturer  to  put  more  labor  into  the  garment  to  improve  or 
expand  its  details,  thereby  reaching  a  higher  level  of  quality 
with  a  relatively  low  level  of  technology.   Labor  is  a  substan- 
tial component  of  most  apparel,  and  variations  in  labor  content 
frequently  determines  the  economics  and  location  of  production. 

Major  U.S.  retail  outlets,  while  professing  to  seek  higher 
quality  for  their  consumers,  and  sometimes  even  actually  doing 
so,  more  often  than  not  are  seeking  lower  prices  for  themselves. 
"This  year,  we  will  take  the  same  item  as  last,  but  we  will  pay 
less  for  it"  has  become  an  all  too  common  report  from  the  factory 
front.  As  the  recession  grinds  slowly  into  an  ever  so  slow 
recovery,  we  continue  to  hear  these  reports.  For  many  retailers, 
lower  priced  garments  have  become  a  crucial  element  in  their  own 
survival  strategies. 

IMPACT  OF  NAFTA 

We  believe  NAFTA  will  have  a  severe  impact  on  smaller 
apparel  companies,  driving  many  of  them  out  of  the  market,  or  out 
of  the  country.  If  the  latter,  their  workers  will  be  left  behind. 
The  resulting  impact  on  communities  and  cities  will  be  very 
damaging.  With  more  than  800,000  production  jobs  in  apparel,  and 


120 


NKSA  STATEMENT  5-4-93  P. 3 


with  the  average  factory  employing  fewer  than  fifty  workers,  it 
is  clear  than  many  hundreds  of  thousands  of  jobs  are  at  risk. 
Why  are  they  threatened?   Consider  the  recently  publicized 
advertisements  from  the  Yucatan  province. 

Manufacturers,  of  apparel  or  other  products,  are  lured  by 
labor  costs,  including  fringes,  of  less  than  $1.00  per  hour. 
NAFTA  adds  to  the  allure  by  promising  the  elimination  of  duties 
and  the  provision  of  investment  protections  through  improved 
Mexican  procedures  and  Mexico's  acceptance  of  obligations  on 
these  points.  It  also  promises  U.S.  government  involvement  in  the 
development  of  the  relationship,  effectively  suggesting  that  when 
you  move  into  Mexico,  the  U.S.  government  will  be  there  with  you 
to  help  protect  your  rights  against  unfair  treatment. 

Obviously,  many  companies  have  been  able  to  move  into 
production  in  Mexico  without  benefit  of  NAFTA.   Equally,  Mexico 
began  opening  its  markets  to  imports  on  its  own,  for  its  own 
reasons,  before  NAFTA  was  launched.   But  NAFTA  will  accelerate 
the  trend  of  outward  processing  from  the  U.S.  as  will  other 
pending  legislative  developments  which  appear  sure  to  increase 
the  costs  of  doing  business  here. 

Medical  care  reform  is  a  case  in  point.  It  is  finally 
coming.  And  we  anticipate  that  it  will  cost  money.  OK.  But 
consider  this.  The  NKSA  staff,  located  in  New  York  City,  is 
offered  single  person  medical  coverage  under  an  HMO  that  is 
Community  Rated  in  accordance  with  New  York  law.   This  appears  to 
be  the  wave  of  the  future.   The  cost  of  this  insurance  coverage 
for  NYC  residents  is  now  up  to  $233  per  person,  per  month,  almost 
exactly  the  total  wage  and  fringe  cost  of  a  Mexican  garment 
worker.  If  new  legislation  requires  the  provision  of  medical 
coverage,  in  whole  or  in  part,  and  there  is  no  offsetting  border 
tax  to  cover  the  difference,  how  can  domestic  manufacturers 
ignore  the  competitive  impact  this  will  have? 

(Recent  references  to  a  VAT  tax  to  finanance  medical  reform 
costs  have  disappeared  in  the  smoke  of  resistance  to  any  tax 
increases;  but  a  VAT  would  meet  the  costs  at  the  border,  and 
could  be  vital  to  the  U.S.  manufacturing's  overall  ability  to 
deal  with  the  trade  impact  of  legislatively  imposed  costs.) 

Yes,  initially,  Mexican  productivity  may  be  lower,  but 
apparel  making  is  not  black  magic.  Mexican  immigrant  workers  now 
do  much  of  the  apparel  production  in  California,  and  the  New  York 
City  area  work  force  is  significantly  hispanic  in  composition. 
There  is  every  reason  to  forsee  that  in  Mexico  proper,  the  work 
force  will  acquire  whatever  variety  of  skills  may  be  needed. 
(Business  Week,  April  19).  The  gap  in  labor  costs  eventually  will 
determine  the  outcome  for  many,  many  factories. 

We  are  also  unimpressed  with  the  idea  that  Far  East  pro- 
ducers will  drop  out  of  the  U.S.  market  to  permit  Mexican  based 
operations  to  substitute  for  them  as  suppliers  to  the  U.S.  As  I 
have  outlined  elsewhere,  they  have  well-established  positions  in 
this  market  that  they  will  not  lightly  abandon.   More  likely  is 
intense  price  competition  to  the  detriment  of  all  producers  in 
this  market. 

And  if  there  WERE  a  great  shift  of  imports  from  the  Far  East 
to  Mexico  under  NAFTA,  what  would  the  Treasury's  tariff  losses 
be?   Where  will  the  money  to  replace  that  lost  revenue  come  from? 
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Conceptually,  hundreds  of  millions  of  dollars  of  duties  could  be 
involved,  depending  on  the  actual  extent  of  the  "success"  of 
NAFTA  in  "replacing"  Far  East  imports  into  the  U.S.  market. 
[Some  examples  are  shown  on  the  attached  table.] 

THE  ORIGIN  RULES 

I  shall  not  spell  out  here  a  detailed  discussion  of  the 
NAFTA  origin  rules;  that  has  been  done  elsewhere.  As  a  cleared 
adviser,  and  member  of  the  Industry  Sector  Advisory  Committee  for 
Textiles  and  Apparel,  I  participated  in  the  process  of  nego- 
tiating the  rules  and  the  drafting  of  the  ISAC  report  on  the 
rules  and  on  the  NAFTA  as  a  whole.   While  dissenting  from  the 
report  for  broad  policy  reasons,  I  expressed  my  appreciation  for 
the  professional  way  in  which  the  origin  rules  were  developed  and 
for  most  of  the  substance  of  their  content. 

In  general,  they  are  yarn  forward  rules:  for  most  products 
to  qualify  for  NAFTA  preferences,  they  must  be  made  in  a  NAFTA 
country  with  components  from  yarn  onward  that  are  of  NAFTA 
manufacture.  The  appeals  of  some  in  the  retail  community  for  a 
rule  which  would  permit  Chinese  fabric  to  be  used  in  pants  made 
in  Mexico  and  shipped  free  of  duty  was  thereby  rejected. 

EXCEPTIONS: 

There  are  several  types  of  exceptions  to  the  "yarn  forward" 
rule.  First,  are  those  in  which  a  more  "strict"  or  inclusive  rule 
is  set.  We  supported  those  exceptions.   One  group  of  these 
products  which  is  of  particular  interest  to  the  NKSA,  includes 
cotton  and  man  made  fiber  knitted  fabrics  and  man  made  fiber 
sweaters  where  to  gain  the  preference,  the  product  must  be  of 
NAFTA  origin  from  "fiber  forward.   Some  other  products  are  also 
subject  to  this  requirement.   (It  is  also  fiber  forward  with 
respect  to  yarn,  but  that  is  a  different  situation,  referring  to 
the  importation  of  yarn  at  the  NAFTA  preference  level  and 
requiring  only  that  its  fiber  be  of  NAFTA  origin  as  well  as  its 
physical  production  into  yarn.) 

Other  exceptions,  however,  that  go  in  the  opposite  direc- 
tion. These  include  a  group  of  identified  products  in  which  the 
preference  is  granted  even  though  the  component  materials  are  not 
of  NAFTA  origin.  These  include  apparel  of  specialized  fabrics  not 
available  in  the  U.S.  like  Harris  tweed,  or  products  made  of  silk 
or  linen.  Those  lists  were  established  after  much  consultation 
with  industry. 

A  second  major  loosening  exception  is  the  so-called  TPL,  or 
Tariff  Preference  Levels  (originally  Tariff  Rate  Quotas).  These 
are  simply  specially  negotiated  quantities  of  goods  which  will 
get  the  NAFTA  preference  even  though  they  would  not  qualify  under 
the  origin  rules.   Nothing  unique  or  unavailable  here,  just  a 
gift  of  preferential  market  access  for  third  country  component 
products.   The  amounts  set  aside  for  these  exceptions  are 
substantial,  particularly  if  concentrated  in  a  single  category  or 
small  group  of  categories. 

For  cotton  and  MMF  knit  fabrics,  Mexico  is  entitled  to  24 
million  square  meters  equivalent,  (as  against  2  million  from  the 
U.S.  to  Mexico)  and  for  cotton  and  mmf  apparel,  45  million  square 
meters  equivalent  as  against  none  for  the  U.S.  to  Mexico. 
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[Canada  also  enjoys  substantial  access  here  for  goods  made 
with  third  country  materials,  a  continuation  and  enhancement  of 
their  access  rights  under  the  original  CFTA.  (80  million  SQM  for 
Cotton  and  MMF  apparel,  of  which  60  million  may  be  "single 
transformation",  and  65  million  sqm  for  non-apparel  of  cotton  or 
mmf . )  (See  Textiles  and  Apparel  in  a  North  American  Free  Trade 
Agreement  (NAFTA)  prepared  by  USTR  and  USDOC)  ] 

Because  the  U.S.  negotiators  did  not  accept  our  proposals  to 
establish  a  firm  U.S.  right  of  advance  consultation  on  the  allo- 
cation of  TPL's,  or  a  provision  to  prevent  allocation  of  more 
than  "x"  percent  of  the  TPL  to  any  single  category  without 
advance  approval  by  the  U.S.,  the  agreement  appears  to  allow 
Mexico  the  theoretical  right  to  concentrate  TPL  exports  in  a 
single  category  within  each  broad  grouping,  i.e.  all  fabrics  in  a 
single  type,  all  apparel  of  a  given  fiber  make-up  in  a  single 
category. 

Concentrating  all  of  Mexico's  TPL  amounts  for  cotton  and  mmf 
apparel  into  cotton  sweaters,  for  example,  produces  a  total  of 
1,461,039  dozen  (equal  to  some  76%  of  total  cotton  sweater 
imports  and  more  than  60%  of  domestic  production)  of  cotton 
sweaters  that  could  claim  NAFTA  preference  even  if  made  of 
Pakistani  yarn.   This  could  mean  as  much  as  25  million  pounds  of 
yarn  lost  to  domestic  yarn  spinners,  and  a  considerable  price 
advantage  for  the  Mexican  producer  on  the  basis  of  the  yarn  costs 
alone,  perhaps  as  much  as  $8-10$  per  dozen  if  cheap  Pakistani 
yarn  was  used.   Other  examples  can  easily  be  constructed. 

Lastly,  the  origin  rules  themselves  are  open  to  revision  and 
renegotiation  at  the  will  of  the  governments  through  general  and 
specific  consultation  and  review  clauses. 

LEGISLATIVE  ACTION  REGARDING  RULES  OF  ORIGIN 

Congress  must  establish  that  no  loosening  changes  to  these 
rules  can  be  made  without  separate  legislation.  Failure  to  do  so 
would  ensure  continued  contention  about  the  rules,  pressures  for 
endless  change,  and  continuing  uncertainties  in  the  minds  of  all 
concerned . 

Legislation  can  also  deal  with  the  concentration  problem,  as 
might  the  still  to  be  completed  "side"  agreements. 

With  all  of  this,  Mr.  Chairman,  the  critical  questions  about 
these  origin  rules  do  not  concern  these  question. 

ENFORCEMENT  IS  KEY 

The  critical  question  regarding  the  origin  rules,  and  the 
critical  weakness  in  the  structure  under  discussion  here  is  the 
ability  and  willingness  of  the  United  States  to  fully  enforce 
these  provisions  of  the  Agreement. 

To  paraphrase  a  personal  reminder  used  by  President 
Clinton's  chief  campaign  adviser,  "It's  enforcement  stupid." 
This  is  what  we  all  need  to  remind  ourselves  daily  as  we  consider 
the  likely  and  possible  impacts  of  NAFTA  with  its  rules  of 
origin. 
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How  active  will  the  U.S.  be  in  preventing  free  riders  from 
:ransshipping  through  Mexico  into  the  ever  lucrative  U.S.  market. 
Jomestic  clothing  makers,  and  their  fabric  and  yarn  suppliers  as 
ifell,  have  good  reason  to  be  concerned. 

But  passing  for  the  moment,  our  differences  with  some  others 
Ln  the  apparel,  fabric  and  yarn  industries  about  the  likely 
impact  of  NAFTA,  I  doubt  that  anyone  in  this  production  chain 
/ould  quarrel  with  NKSA's  assessment  if  they  believed  the  rules 
/ould  not  be  fully  enforced.   Fewer  still  would  support  NAFTA  if 
:hey  felt  that  it  could  not  be  enforced.   NAFTA  does  not  work  at 
ill  if  it  is  wide  open  to  use  of  non-NAFTA  components  or  to  other 
evasions . 

NAFTA  was  not  intended  as  a  unilateral  gift  to  the  world  of 
luty  free  access  to  the  U.S.  market  via  Mexico,  but  as  a  pre- 
ferential agreement  for  Mexico  which,  by  its  participation, 
)stensibly  is  accepting  substantial  return  obligations  of 
procedural  and  substantive  market  opening.   There  is  no  room  and 
lo  legitimate  claim  for  preferred  access  to  trade  originating 
>utside  the  NAFTA  boundaries-   Solid  enforcement  is  the  premise 
inderlying  the  entire  deal.  It  requires  rules  and  regulations 
ronceptually  capable  of  being  enforced,  and  enough  of  the  right 
)eople,  resources  and  governmental  willpower  to  do  the  job. 

We  believe  the  rules  are  capable  of  effective  enforcement, 
fhile  not  as  "fiber  forward"  and  free  of  exceptions  as  as  we 
fould  have  liked,  the  system  is   responsible  and  enforceable. 
Jut  enforcement  will  require  extensive  development  of  such 
ietails  as  documents  backing  up  ordinary  import  entries,  as  well 
IS  the  more  obvious  regulations  and  procedures.   And  it  will 
require  significant  investment  to  establishing  and  maintain 
ictive  Customs  inspection  and  enforcement  teams  working  in  the 
J.S.,  in  Mexico  and  Canada,  and  in  third  countries  shipping  to 
:hem. 

Initially,  however,  the  burden  of  enforcement  must  fall  on 
:hose  in  the  trade,  be  they  importer,  manufacturer  or  retailer, 
rho   claim  the  benefits  of  the  Agreement.  They  must  establish  and 
leclare  the  origin  and  compliance  of  the  components  they  use  and 

he  products  they  sell,  and  they  should  bear  the  initial  burden 
ind  responsibility  of  establishing  that  their  suppliers  are 
)laying  it  straight.   To  do  this,  they  must  first  be  asked  the 

ight  questions,  and  must  be  held  to  maintain  a  sufficient  degree 
)f  documentation  to  provide  enforcement  officials  a  paper  trail 
)ack  down  the  production  chain  to  the  manufacturer  of  the  actual 
:omponents  in  question.  This  must  be  done  to  whatever  extent 
:hose  components  are  required  to  be  of  NAFTA  origin. 

Documents  filed  with  the  Government,  and  records  maintained 
it  the  Government's  direction,  must  be  such  as  will  establish  a 
ound  case  for  appropriate  levels  of  penalties  when  they  are  done 
rrongly,  negligently,  or  with  intention  to  misrepresent  and/or 
lislead. 

We  in  the  industry  argued  throughout  the  negotiations  that 
:his  is  not  as  difficult  as  might  appear  on  the  surface.   Most 
jarment  makers  surely  know  who  supplies  their  fabric,  and  fabric 
)roducers  -  surely  most  knitters  -  know  who  supplied  their  yarn, 
ind  the  yarn  spinner  knows  where  he  bought  his  fiber.   Not  to 
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know  in  this  business  is  a  hazard,  and  as  any  yarn  or  fabric 
supplier  can  testify,  when  there  is  a  quality  problem,  the 
knitters  surely  knows  where  to  find  him! 

Similar  production  chain  certifications  are  required  now 
under  the  textile  products  labeling  act,  and  certifications  of 
compliance  for  various  purposes  are  made  by  suppliers  of  yarns 
and  fabrics  under  the  flammable  fabrics  statute  and  the  wool 
products  identification  act.  It  should  be  no  major  problem  for 
manufacturers  of  most  apparel  products  to  establish  whether  their 
components  were  North  American,  or  beyond  the  pale.   And  if  they 
know  it,  they  can  show  it  --   by  documents  to  a  visiting  Customs 
inspector.   We  have  done  some  work  on  possible  materials  for  use 
by  Customs  in  this  regard  and  we  are  advised  that  our  submissions 
are  being  taken  into  account. 

And  if  all  else  fails,  Mr.  Chairman,  the  uncertain  importer 
or  the  importer  who  discovers  a  gap  in  the  chain  of  his 
information,  can  always  pay  the  duty  and  enter  the  goods. 

THE  REAL  WORLD  PROBLEM 

But  the  matter  does  not  end  here,  at  the  legal  or  theoiret- 
ical  stage.   Our  concern,  Mr.  Chairman,  is  that  the  overall 
pressure  of  operations  that  have  fallen  on  the  Customs  Service  in 
recent  years,  pressures  which  we  believe  have  limited  their 
responsiveness  to  transshipment  problems,  will  continue  to  do  so 
in  the  case  of  Mexico. 

From  the  sheer  scale  of  the  transshipment  problem  itself  to 
the  competing  pressures  on  Customs  of  such  diverse  issues  as  drug 
interdiction  and  the  apparent  political  desire  to  avoid  dis- 
turbing smoouh  relations  with  "important"   foreign  governments, 
the  pressures  of  the  past  are  likely  to  continue  in  the  future. 
The  same  factors  that  appear  to  have  inhibited  quota  and  trans- 
shipment enforcement  in  the  past,  notwithstanding  some  indivi- 
dually heroic  efforts  at  Customs  and  the  occasional  determination 
of  some  of  its  leadership,  these  same  pressures  will  undercut 
enforcement  of  the  NAFTA  in  the  future. 

Failure  to  get  full  enforcement  translates  directly  into 
lost  jobs.  In  the  NAFTA  context,  it  will  translate  additionally 
into  massive  revenue  losses  for  the  U.S.  Treasury  as  nominally 
dutiable  goods  enter  free  of  duty  under  NAFTA  preference. 

Mr.  Chairman,  I  would  like  to  illustrate  why  we  believe  that 
Customs  will  have  major  difficulties  in  enforcement,  and  why 
industry  is  so  full  of  sceptics  on  Customs  ability  to  meet  this 
challenge.  Many  simply  do  not  believe  that  the  rules  will  be 
enforced.  Their  scepticism  is  hard  earned,  coming  from  years  of 
watching  too  many  sampans  and  junks  cross  the  Pearl  River  in 
Macau  and  the  Hong  Kong  harbor  with  an  ocean  full  of  Chinese 
goods  that  emerge  mislabelled  as  Hong  Kong  or  Macau  in  origin 
with  nary  a  ripple  of  disbelief,  much  less  interruption  of  the 
illicit  trade,  until  public  outcry  forced  at  least  sporadic 
action. 

I  include  here,  a  portion  of  my  statement  of  last  May  to 
Congressman  Dingell's  Oversight  and  Investigations  Subcommittee. 
In  a  nutshell,  Mr.  Chairman,  the  promises  of  effective  enforce- 
ment have  been  far  greater  than  the  results.   A  repeat  of  this 
experience  with  NAFTA  would  disaster  for  the  industry. 
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"THE  SPECIAL  PROBLEM  OF  HONG  KONG 

"While  none  will  admit  to  knowingly  handling 
transshipped,  mis  labelled  or  illegally  exported  goods,  can 
it  be  that  those   buying  tens  of  thousands  of  dozens  of 
garments  from  "Hong  Kong"  do  not  know  where  those  goods  are 
being  manufactured?  It  has  the  aura  of  the  urban  street 
crime  with  a  hundred  bystanders,  none  of  whom  saw  anything! 

"Every  newspaper  carried  stories  of  how  Hong  Kong's 
rising  real  estate  and  labor  costs  drove  manufacturing  to 
the  adjacent  special  trade  zones  of  China  and  how  Hong  Kong 
no  longer  does  manufacturing,  only  design.  Hong  Kong's  own 
local  English  Language  papers,  the  South  China  Morning  Post 
and  the  HK  Standard,  reported  these  trends.  In  commenting  on 
the  sweater  dumping  allegations,  the  Post  wrote  on  October 
20  of  last  year,  "What  seems  likely  is  that  goods  made  and 
finished  in  China  are  being  labelled  "Made  in  Hong  Kong." 
The  article  continued, 

"Although  the  knitting  part  of  sweater  manufacturing 
process  is  customarily  carried  out  in  China,  the  second 
stage  of   production  known  as  linking  and  looping  has  to  be 
done  in  the  territory  if  the  product  is  to  be  regarded  as 
Hong  Kong  made. 

"However,  it  can  be  done  for  a  third  of  the  cost  in 
China  That's  a  saving  that  would  go  a  long  way  to  explaining 
how  manufacturers  have  been  able  to  keep  down  prices. 

"It  seem  that  sweater  firms  have  taken  the  risk  of  re 
labelling  in  order  to  stay  competitive.  But  by  flouting  one 
law  they  have  run  slap-bang  into  another." 

(Note,  the  article  is  directly  wrong  on  what  constitutes 
origin  for  U.S.  purposes--where  knitting  of  the  panels  would 
be  the  critical  operation  in  conferring  origin.  In  effect, 
if  true,  this  article  confirms  that  virtually  none  of  the 
sweaters  imported  as  made  in  Hong  Kong  would  meet  U.S. 
origin  requirements.) 

The  H.K.  Standard  wrote  on  June  19th  of  last  year, 
[1991) "Many  Hong  Kong  manufacturers  have  solved  these 
problems  (rising  costs)  by  shifting  production  to 
countries,  particularly  southern  China,  where  labor  and 
rental  costs  are  lower  and  where  they  can  gain  access  to 
further  quotas." 

Hong  Kong  newspapers  have  carried  advertisements  placed 
by  a  large  Hong  Kong  sweater  knitting  company  involved  in 
the  antidumping  case  where  the  company  seeks  an  "Assistant 
to  the  Vice  President"   who  has  "5  years  managerial 
experience  in  China  trade  for  sweater  business ... .Willing  to 
travel  and  station  (if  necessary)  in  China" 

t 

According  to  a  Taiwan  based  publication  The  Asian 
Textile  FLASH  of  January  11,  1991,  "The  Japanese  apparel 
planning  and  manufacturing  firms  say  that  the  current  Hong 
Kong  garment  manufacturers  seem  able  to  engage  only  in 
planning.  There  are  no  manufacturers  doing  business  only  in 
Hong  Kong. ..." 
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And  not  only  sweaters  are  involved.  As  Women's  Wear 
Daily  reported  on  1/11/90,  from  Hong  Kong,  "lingerie 
manufacturers  here  have  been  switching  production  to  China 
to  stay  competitive  with  other  Asian  producers. 

"Like  most  of  the  apparel  made  here,  lingerie  has  moved 
upmarket  due  to  high  labor  costs,  quota  restraints  and 
fierce  regional  competition,  but  a  tight  labor  pool  is 
driving  more  lingerie  makers  across  the  border  to  southern 
China  to  reduce  costs." 

Reference  is  made  to  one  company  producing  30,000  to 
40,000  dozen  garments  per  month  in  Guangdong  for  export  to 
the  U.S.,  Japan  and  the  EEC,  and  another  company  reported  a 
monthly  output  of  some  70,000  dozen  about  80-%  of  which  went 
to  the  U.S.  and  Canada  from  its  Guangdong  factories.  As  the 
Director  of  this  company  noted,  "Shifting  production  to 
southern  China  has  helped  reduce  manufacturing  costs." 

Finally,  in  what  evidently  is  some  type  of  official 
Hong  Kong  advertisement  in  the  New  York  Times  on  May  21, 
1990  entitled  Hong  Kong:  South  China's  Business  Dynamo,  it 
is  stated  that  "With  domestic  rates  of  pay  rising  rapidly 
(now  second-highest  in  Asia  after  Japan)  and  with  land 
prices  higher  than  Manhattan,  Hong  Kong  manufacturers  have 
increasingly  set  up  industries  in  the  Special  Economic  Zones 
established  by  China  strategically  close  to  the  border.... it 
is  generally  agreed  more  than  two  million  workers  in 

Guangdong  are  employed  in  Hong  Kong-owned  factories 

In  fields  like  textiles,  the  design  and  quality  control  work 
on  garments  will  be  done  in  Hong  Kong  with  the  bulk  of  the 
work  being  finished  in  factories  in  China...." 

I  pointed  out  that  the  retail  community  knows  of  these 
situations . 

"In  the  man  made  fiber  sweater  antidumping  case,  Mr. 
Bruce  Myers,  a  witness  for  the  K-Mart  Corporation  presented 
as  a  Senior  Buyer  for  all  ladies'  tops,  including  sweaters, 
testified  in  part  on  the  question  of  how  K-mart  assures 
itself  that  its  goods  ordered  from  one  factory  are  not 
being   contracted  out  for  production  at  another.  He  said 
that, 

"...in  our  case  we  have  a  vast  system  of  overseas 
offices   which  follow  up  on  all  of  our  purchases  and  their 
responsibility  is  to  ensure  it's  made  within  the  realm  of 
the  particular  maker  that  we  have  issued  the  order  to." 
(USITC  Official  transcript  Inv.  No.  731-TA-448,  449  & 
450   (Final)  at  p.  189. 

"Do  they  not  know  the  extent  of  Chinese  versus  real 
Hong  Kong  production?   Even  if  their  own  goods  are  legiti- 
mate, could  not  their  overseas  offices,  this  "vast  system," 
provide   some  real  intelligence  on  who  is  shipping  ille- 
gally?  Who  is  producing  in  China  goods  being  label  led 
"made  in  Hong  Kong."  Which  companies  are  having  their  work 
done  in  China?  Have  these  overseas  operatives  of  K-Mart,  and 
any  number  of  other  large  importing  companies  ever  been 
interviewed  by  U.S.  investigators?   Have  they  been  invited 
or  subpoenaed  to  testify  before  the   Congress? 
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How  is  it  that  with  all  of  this  press-reported  movement 
to  China,  Hong  Kong  managed  to  account  for  over  49  million 
DOZEN  pieces  of  apparel  imported  into  the  U.S.  in  1991 — 
more  than  588,000,000  garments;  of  which  substantially  more 
than  2,600,000  dozen  were  cotton,  wool  or  synthetic  fiber 
sweaters?  All  this  with  no  labor? 

Mr.  Thomas  Gray,  Senior  U.S.  Customs  official  resident 
in  Hong  Kong  has  stated  publicly  that  their  estimates  of 
transshipments  to  the  U.S.  in  1990  were  in  the  billions  of 
dollars.   And  yet,  there  is  virtually  no  record  in  which 
either  Hong  Kong  companies  are  penalized  or,  more  to  the 
point,  goods  claiming  Hong  Kong  origin  are  denied  entry  on 
the  grounds  that  they  come  from  China. 

In  the  geographic  and  commercial  middle  of  practically 
everything  having  to  do  with  the  purchasing,  manufacture  and 
shipment  of  goods  out  of  China,  Hong  Kong  "manufacturers" 
have  brilliantly  managed  to  remain  out  of  the  line  of  fire. 
Evidently,  this  merchandise  is  conceived  in  Hong  Kong,  is 
manufactured  in  China,  labelled  "made  in  Hong  Kong",  and 
passes  out  to  the  U.S.  and  other  countries  through  Hong  Kong 
all  without  benefit  of  any  Hong  Kong  company  being 
involved.   It's  a  puzzlement. 

While  some  of  the  press  reports  may  overstate  the 
situation,  and  there  probably  is  some  actual  sweater  and 
apparel   manufacturing  in  Hong  Kong,  we  must  seriously  doubt 
the  Colony's  resident  capacity  to  produce  all  the  goods  that 
bear  its  label.  Furthermore,  we  question  why,  amidst  all  of 
the  Customs  crackdowns,  there  has  been  so  little  result  in 
Hong  Kong  itself." 

In  the  months  since  that  testimony,  there  has  been  a  flurry 
of  activity  in  Hong  Kong  and  between  China  and  the  U.S. 
New  Chinese  rules  have  been  published,  and  a  few  firms  evidently 
have  been  caught  cheating.  Last  year,  in  the  U.S.,  China's 
textile  trading  company  was  indicted.  Doubtless  influenced  by  the 
need  to  ensure  continuation  of  its  MFN  status,  and  perhaps  by  the 
impact  of  some  U.S.  television  coverage,  China's  ministry  of 
Foreign  Trade  and  Economic  Cooperation, 

"recently  announced  strict  rules  banning  exports  to  the 
United  States  of  China-made  textiles  carrying  third-party 
labels"   Journal  of  Commerce  on  April  20,  1993,  has 

Otherwise,  the  enforcement  effort  to  date  has  revealed 
little  and  produced  relatively  few  successes,  although  we  are 
told,  almost  continuously,  that  major  indictments  are  in  the 
offing. 

We  continue  to  support  Customs'  efforts  enthusiastically, 
but  there  is  doubt  in  the  industry  that  any  of  this  is  real.  And 
there  is  evidence  from  the  Far  East  that  our  efforts  are 
perceived  as  some  sort  of  joke.  Perhaps  one  being  played  on  us. 

We  do  not  know  why  it  takes  so  long  to  obtain  indictments. 
Is  the  evidence  weak,  are  there  pressures  from  elsewhere  in  the 
government  to  bury  these  cases,  or  is  there  a  resource  shortage 
that  suggests  the  higher  importance  of  prosecuting  murderers  and 
drug  dealers  as  opposed  to  T-Shirt  transshippers?  Or  is  it  all 
of  the  above? 
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In  the  NAFTA  context,  we  are  compelled  to  ask  ourselves, 
"Will  it  be  any  different  for  Mexican  transshippers  than  for 
Chinese,  especially  if  the  same  Chinese  are  at  the  root  of  the 
problem?" 

THE  RESOURCE  CRUNCH 

We  know  that  Customs,  like  other  agencies  of  the  government, 
is  under  direct  instructions  to  reduce  expenditures,  and  even  cut 
personnel.  Executive  Order  12839  directs  each  agency  to  eliminate 
not  less  than  4%  of  its  civilian  personnel  positions  over  the 
next  three  fiscal  years.  Twenty  five  percent  of  this  must  take 
place  in  fy  93,  and  62.5%  be  completed  by  fy94.  Customs  will  lose 
708  positions  in  total  over  the  30  month  period. 

As  with  any  agency,  there  are  doubtless  areas  for 
differences  concerning  resource  allocation.  But  beyond  the  normal 
range  of  issues  and  differences.  Customs'  problem  is  the 
enormous,  near  overwhelming,  pressure  that  comes  from  being  the 
"primary  border  enforcement  agency"  on  a  border  under  siege  by 
the  drug  trade,  a  trade,  incidentally,  in  which  Mexico  has 
figured  so  prominently  as  a  point  of  transshipment. 

Customs  interdiction  efforts  have  required  significant 
resources.  In  fy  92,  the  Bureau  counted  45,569  flight  hours 
logged  by  its  air  interdiction  units,  including  NOMADS,  Black 
Hawk  helicopters,  and  a  variety  of  other  aircraft.  In  fy  93,  some 
125  aircraft  are  expected  to  be  in  use  in  these  efforts.   The 
Customs  "Navy"  accounted  for  33,397  service  hours  during  the  same 
period,  involving  a  whole  range  of  vessels  from  "utilities"  to 
"Blue  Water"  vessels.   We  do  not  believe,  Mr.  Chairman,  that 
these  folks  were  out  there  mostly  chasing  T-shirts.   They  claim 
some  successes.   Seizure  of  cocaine  by  the  aviation  program  alone 
was  significant,  with,  you  guessed  it,   Mexico  leading  the  source 
list  for  the  aviation  program  at  120,477  pounds.  As  Acting 
Commissioner  Lane  testified  to  the  Subcommittee  on  Appropriations 
earlier  this  year,  "the  source  areas  for  narcotics,  especially 
cocaine,  shifted  in  the  1980s  to  Mexico,  the  Caribbean,  and  South 
and  Central  America." 

This  pressure,  and  the  massive  funding  it  absorbs,  inevi- 
tably draws  Customs  resources  and  attention  from  the  entire  area 
of  commercial  operations  — including  we  believe  both  enforcement 
and  the  provision  of  trade  facilitation  services  required  by 
legitimate  importers.   Consider  how  this  pressure  would  be  multi- 
plied by  a  massive  increase  in  the  flow  of  imports  that  NAFTA 
would  generate,  not  to  mention  the  increase  of  trade  that  would 
normally  accompany  an  economic  recovery,  and  we  can  better  under- 
stand industry  scepticism  about  the  likelihood  of  Customs' 
chasing  down  files  and  conducting  plant  visits  to  establish  that 
the  yarn  in  a  T-shirt  brought  in  at  Laredo  was  made  in  the  U.S., 
Mexico,  or  Canada,  or  that  the  acrylic  fiber  in  a  yarn  used  in  an 
acrylic  sweater  imported  from  Mexico  meets  the  same  tests. 

Finally,  bear  in  mind  that  Customs  will  be  dealing  with  the 
experienced  transshippers  of  a  number  of  countries  for  whom 
Mexico  is  not  virgin  territory.  Pre-  NAFTA  transshipments  of 
Chinese  goods  are  known  to  have  occurred.  Far  Bast  investment  is 
welcomed  in  Mexico  under  NAFTA  and  we  can  reasonably  assume  ample 
temptation  to  transship  through  these  facilities  given  the 
considerable  duty  differentials  available  to  "NAFTA"  goods. 
Patrolling  this  situation  will  be  a  Herculean  task,  not  aided  by 
the  known  weaknesses  of  the  Mexican  Customs  Service. 
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Yet,  Mr.  Chairman,  with  all  of  this  background.  Customs  is 
expected,  and  proposes,  to  confront  its  worldwide  challenges  with 
fewer  people  and  less  money  than  were  provided  in  its  FY  93 
budget.  Obviously,  there  will  be  major  pressures  and  resource 
juggling  to  meet  the  demands  of  its  most  diverse  of  constituen- 
cies. Is  industry  wrong  to  be  concerned  about  where  its  needs 
will  emerge  on  the  list  of  priorities?   Is  the  Congress  prepared 
to  guarantee  a  full  enforcement  outcome?   Will  Customs' 
commercial  programs  be  exempted  from  mandated  budget  cuts  and 
greatly  expanded  as  may  be  necessary?   These  can  and  should  be 
matters  for  legislative  action. 

NAFTA  REJECTED  ON  BASIC  ISSUES 

Mr.  Chairman,  I  have  confined  this  statement  principally  to 
the  question  of  origin  rules,  as  the  Subcommittee's  invitation 
suggested.  But  regardless  of  the  content  and  even  the  enforcement 
of  those  rules,  for  reasons  stated  elsewhere,  NKSA  believes  that 
NAFTA  is  not  right  for  the  U.S.  and  should  be  rejected. 

We  hear  much  about  the  "inevitability"  of  this  movement 
south,  and  much  about  the  lack  of  "alternatives."  Permit  me  to 
suggest,  Mr.  Chairman,  that  while  death  is  inevitable,  we  do  not 
rush  out  and  shoot  ourselves.  And  when  a  car  is  speeding  down  a 
mountain  road  with  no  turnoffs  toward  a  canyon  with  no  bridge,  a 
sane  drives  does  not  continue  the  course  because  no  alternatives 
are  immediately  visible.  He  stops  the  car.   And  thinks. 

That  much  work  has  already  moved  to  Mexico  because  of  its 
cheap  labor  does  not  make  inevitable  the  movement  of  ever  more 
jobs  to  Mexico,  much  less  does  it  make  such  movement  desireable 
policy  to  be  accelerated,  protected  and  encouraged.  NAFTA  does 
that.   Surely  we  can  devise  alternative  means  of  assisting 
Mexico's  economic  development  without  impoverishing  so  many  of 
that  portion  of  our  own  work  force  that  will  be  least  able  to 
adjust,  and  will  be  the  greatest  burden  on  the  social  welfare 
safety  net  in  the  country. 

NAFTA  will  accelerate  job  losses  in  the  United  States  to  the 
detriment  of  smaller  firms  and  to  the  everlasting  loss  of  tens  of 
thousands  of  our  workers.   It  should  be  rejected  outright  or  set 
aside  until  a  full  scale  policy  of  job  creation  and  industrial 
development  is  in  place  and  functioning,  one  which  takes  into 
account  the  needs  of  all  Americans,  and  all  American  businesses, 
not  only  those  with  the  capabilities  to  become  financial 
managers,  and  not  only  those  companies  with  the  financial  and 
operating  strength  capacity  to  work  offshore. 

NAFTA  should  be  set  aside,  however,  with  a  nod  of  appre- 
ciation to  those  negotiators  who,  in  drafting  the  origin  rules, 
had  the  willingness  and  good  sense  to  listen  to  sensible  industry 
advice . 

Thank  you  for  inviting  me  to  participate  in  this^earing 
and  to  testify  before  the  Subcommittee. 


^ 


>eth  M.  ubdrier 
Executive  Director 


National  Knitwear  &  Sportswear  Association 
386  Park  Avenue  South 
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Mr.  Spratt.  Thank  you,  Mr.  Bodner.  Mr.  Gundersheim. 

STATEMENT  OF  ARTHUR  GUNDERSHEIM,  ASSISTANT  TO  THE 
PRESIDENT,  AMALGAMATED  CLOTHING  AND  TEXTILE 
WORKERS  UNION  [ACTWU],  ON  BEHALF  OF  JACK 
SHEINKMAN,  PRESIDENT,  ACCOMPANIED  BY  EDWARD  NICH- 
OLS,  PRESIDENT,  LOCAL  1093T,  ROCK  HILL,  SC 

Mr.  Gundersheim.  Thank  you,  Mr.  Chairman.  First  of  all,  obvi- 
ously, I  have  to  apologize  for  our  president,  Mr.  Sheinkman,  having 
to  leave  a  little  early.  And  I  say  this  somewhat  delicately,  he  had 
to  meet  the  President  and  the  difficult  choice  of 

Mr.  Spratt.  I  defer  to  the  President.  You  needn't  be  delicate. 

Mr.  Gundersheim.  All  right,  and  I  also  would,  for  the  record, 
and  obviously  you  don't  need  the  introduction,  but  I'm  accompanied 
by  Eddie  Nichols  who  is  our  president  from  local  1093  in  Rock  Hill 
from  the  Celanese  plant  there.  And  I  would  like  also  to  give  a  few 
minutes  of  my  time  to  Mr.  Nichols  to  just  relate  his  own  direct  ex- 
perience as  a  consequence  of  what  a  potential  NAFTA  would  do. 

Our  union,  for  a  long  time  actually,  has  supported  continued  eco- 
nomic development  in  Mexico  and  in  fact  all  of  Latin  America.  But 
we  feel  that  it  cannot  be  based  on  the  current  NAFTA,  the  agree- 
ment that's  currently  structured  and  because  of  the  kind  of  agpree- 
ment  it  is.  The  proposed  NAFTA  is  seriously  imbalanced.  It's  scru- 
pulous to  a  fault  in  its  treatment  of  corporate  concerns  but  basi- 
cally silent  on  the  crucial  social  and  environmental  concerns  that 
have  direct  impact  on  our  members. 

To  cite  the  most  obvious  example,  it  contains  an  entire  chapter 
defining  intellectual  property  rights  but  is  virtually  silent  on  the 
issue  of  human  rights.  And  we  know  obviously  that  side  agree- 
ments are  being  negotiated  so  we'll  have  to  wait  and  see  what  they 
say. 

It  has  been  mentioned  before  that  we're  better  off  with  this 
agreement,  even  if  it  is  flawed,  than  we  are  with  no  agreement  at 
all.  But  that's  not  necessarily  true  if  this  agreement  perpetuates 
the  mass  poverty  in  Mexico  and  drags  down  the  standard  of  living 
of  American  workers  in  their  greater  struggle  to  compete  with 
wages  and  working  conditions  substantially  below  ours.  Our  an- 
swer is  to  negotiate  a  different  and  better  agreement  rather  than 
accept  this  kind  of  a  deal. 

We  also  demand  that  all  the  other  components  for  an  expanding 
economy  and  job  growth  on  both  sides  of  the  border  be  in  place 
when  ^fAFTA  goes  into  effect.  This  involves  a  comprehensive  devel- 
opment program  for  not  just  Mexico  but  all  of  the  Caribbean,  and 
Central  American  countries,  in  fact  all  of  the  nations  of  our  hemi- 
sphere. 

It  means  substantial  new  debt  relief.  It  means  insistence  on  hav- 
ing democratic  governments  and  means  by  which  workers  or  other 
groups  within  society  can  pursue  their  legal  rights,  because  many 
of  the  governments  are  not  democratic  or  do  not  offer  a  legal  sys- 
tem such  as  our  for  redress  of  grievances.  And  we  also  want  a  de- 
finitive timetable  whereby  the  rewards  of  increased  investment  and 
productivity  can  be  assured  to  raise  the  real  wages  of  workers  and 
to  better  the  working  conditions  for  all  concerned  on  both  sides  of 
the  border. 
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In  the  United  States,  it  also  means  that  we  must  have  a  restruc- 
turing of  our  economy  so  that  if  workers  are  displaced  they  are 
sure  of  receiving  alternative  employment  which  includes  such  tools 
as  necessary  training,  language  skills,  social  and  income  support, 
health  insurance,  and  so  forth,  and  even  up  to  the  point  maybe  of 
the  Government  becoming  an  employer  of  last  resort. 

But  let  me  concentrate  here  on  the  implementation  and  enforce- 
ment of  the  agreement  and  the  necessary  elements  both  within  and 
outside  the  agreement  that  have  to  be  addressed.  We've  already 
talked  about  the  rules  of  origin  and  the  role  of  Customs  and  the 
importance  of  their  ability  to  frankly  do  inspections  in  Mexico,  to 
have  the  powers  to  look  and  see  wnat's  happening  and  so  forth. 
And  while  their  rights  are  definitively  laid  out  in  the  agreement, 
in  practice  we  have  to  wait  and  see  how  that  occurs. 

Mexico,  obviously,  is  a  quite  proud,  £md  justifiably  so,  nation. 
This  whole  question  of  the  inspection  powers  across  border  I  think 
will  be  one  that  has  to  be  assured  very  explicitly.  And  in  that  re- 
spect, by  the  way,  I  must  say — and  smce  we  don't  know  yet  the 
terms  of  the  issues  of  the  powers  under  the  labor  rights  and  the 
environmental  issues — I  see  no  reason  why,  for  example,  a  Labor 
Department  work  standards  inspector  or  EPA  inspectors  should  not 
have  similar  rights  to  Customs  inspectors  in  all  three  countries  to 
make  sure  that  conditions  and  standards  are  upheld  or  inves- 
tigated. 

And  while  that  hasn't  been  talked  about  a  great  deal,  I  see  no 
reason  why  certain  commercial  rights  can  be  upheld  in  terms  of 
cross-border  powers,  but  the  same  should  not  hold  true  for  social 
and  other  values  that  we  hold  equally  strongly. 

Let  me  add  a  second  issue  since  the  whole  question  of  how  rights 
will  be  enforced  between  governments  is  part  of  that  agpreement. 
One  issue  that  Congress  should  address  is:  How  do  we  create 
enough  of  an  incentive  so  that  the  agreement  becomes  self-enforc- 
ing? In  other  words,  much  like  our  tax  rules,  basically  most  people 
do  it  because  they  think  it's  right  and  because  the  penalties  are  too 
severe  to  disobey  or  disregard  them. 

The  way  to  do  that  under  an  international  agreement  is  to  give 
private  entities  such  as  workers  or  unions  the  right  of  action  under 
American  law  or  under  administrative  procedure  to  pursue  compli- 
ance with  the  agreement.  Right  now,  private  rights  of  actions  in 
Customs  matters  in  other  trade  agreements  and  even  in  some  un- 
fair labor  and  social  practice  areas  affecting  trade  competitiveness 
are  either  not  legal  or  completely  dependent  upon  the  executive 
branch  undertaking  the  action. 

We  have  seen,  under  the  Bush  administration,  the  Government's 
gnreat  reluctance  to  take  action  against  the  enormously  great  vol- 
ume of  transshipment  of  Chinese  textiles,  which  was  talked  about 
earlier.  Likewise,  in  areas  such  as  the  general  system  of  pref- 
erence, whereby  labor  rights  is  a  clear  st^dard  of  measurement, 
we  know  the  Cfovernment  has  refiised  to  take  action  despite  years 
and  very  dramatic  evidence  of  total  abuse  in  this  area  by  bene- 
ficiary countries. 

If  this  agreement  does  not  provide  a  legal  way  for  both  Govern- 
ment and  private  sector  people  to  enforce  it  dramatically,  I  think 
that  all  of  these  early,  sort  of  cheery  predictions  of  fairly  little  job 
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transference  and  fairly  little  actual  economic  consequences  will 
largely  become,  frankly,  absurd.  I  think  we'll  be  facing  literally  the 
destruction  of  American  manufacturing  as  all  industries  realize 
that  if  standards  are  not  upheld  there  s  no  disincentive  to  move 
their  operations.  And  brother  Nichols  will  talk  about  that  in  a 
minute. 

A  second  way  of  doing  the  same  thing  for  example  might  be  to 
make  American  companies  liable  for  their  own  subsidiaries  or  con- 
tractors from  whom  they  get  supplied  in  Mexico.  And  this  should 
apply  not  just  to  manufacturing  companies  but  for  retailers  and 
service  companies  likewise.  Make  them  legally  responsible  for  the 
actions  of  the  Mexican  companies  that  provide  them  goods  or  serv- 
ices or  have  some  sort  of  relationship  to  them. 

Companies  that  do  importing  certainly  make  sure  their  pur- 
chases meet  all  kinds  of  quality,  size,  construction,  price,  and  other 
specifications.  Why  can't  we  apply  the  same  concept  to  social  and 
human  specifications? 

Finally,  one  other  thing  that's  quite  outside  the  agreement  but 
we  think  has  to  be  a  necessary  part  of  the  implementing  legislation 
is  an  idea,  frankly,  that  Senator  Metzenbaum  tried  to  pursue  last 
year  in  the  last  Congress.  Senator  Metzenbaum  introduced  a  bill 
to  specifically  discourage  American  companies  from  relocating  their 
domestic  operations  from  here  to  a  foreign  country  to  exploit  the 
cheap  labor  situation  there. 

That  bill  would  require  120-day  advance  notice  of  any  layoffs, 
provide  dislocated  workers  specific  severance  pay,  a  year's  worth  of 
continued  health  benefits,  and  reimbursement  for  retraining  and 
relocation  expenses.  It  would  prohibit  such  companies  from  receiv- 
ing Federal  grants  and  loans  for  a  period  of  5  years  and  would 
have  specific  discrimination  against  them  in  the  awarding  of  Fed- 
eral contracts. 

One  additional  thing  we  would  add  to  Senator  Metzenbaum's  bill 
is  the  requirement  to  repay  all  local  and  State  tax  abatements, 
subsidies,  water  and  power  payment  reductions,  and  other  finan- 
cial incentives  given  at  public  expense. 

American  companies  will  have  greater  incentives  to  blackmail 
their  local  communities  if  NAFTA  passes.  And  unless  something  is 
done  by  Congress  to  redress  this  power  imbalance,  the  public  will 
pay  an  enormous  price  to  maintain  jobs  and  production  in  their 
local  communities. 

As  we  said,  we'd  love  to  endorse  a  NAFTA  that  clearly  shows 
that  the  living  standards,  the  wages,  and  the  working  conditions  of 
workers  on  both  sides  of  the  border  would  increase.  But  until  we 
get  some  assurance  that  that  agreement  has  that  ability,  we  will 
find  it  very  difficult  to  endorse  it. 

Let  me  stop  there  arbitrarily  and  have  Mr.  Nichols  tell  a  little 
bit  about  his  own  experience  in  Rock  Hill  and  about  the  Celanese 
plant  and  their  sister  operation  in  Mexico. 

[The  prepared  statement  of  Mr.  Sheinkman  follows:] 
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STATEMEMT  OF 

THE  AMALGAMATED  CLOTHING  AND  TEXTILE  WORKERS  UNION,  AFL-CIO 
JACK  SHEINKMAN,  PRESIDENT 

ON  IMPLEMENTATION  OF  THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

COMMERCE,  CONSUMER  AND  MONETARY  AFFAIRS  SUBCOMMITTEE 

HOUSE  GOVERNMENT  OPERATIONS  COMMITTEE 

JOHN  8PRATT,  JR.,  CHAIRMAN 

MAY  4,  1993 


Chairman  Spratt  and  Members  of  the  Subcommittee: 

The  Amalgamated  Clothing  and  Textile  Workers  Union  (ACTWU) 
represents  nearly  a  quarter  of  a  million  workers  concentrated 
primarily  in  th^  men's  and  boys'  clothing,  textile,  leather  and 
footwear  industries.  ACTWU  also  has  significant  membership  in  the 
automotive  trim,  medical  products  and  photocopying  equipment 
industries.  The  North  American  Free  Trade  Agreement  (NAFTA)  will 
strongly  affect  all  of  these  industries  and  we  appreciate  the 
subcommittee  offering  us  this  opportunity  to  discuss  implementation 
of  the  agreement  should  it  be  approved  by  Congress. 

While  ACTWU  strongly  supports  continued  economic  development 
in  Mexico  and  all  of  Latin  America,  it  should  not  be  based  on  the 
current  NAFTA  as  it  is  presently  structured,  because  of  the  kind  of 
agreement  it  is.  The  proposed  NAFTA  is  seriously  unbalanced, 
scrupulous  to  a  fault  in  its  treatment  of  corporate  concerns  and 
silent  on  crucial  social  and  environmental  concerns.  To  cite  only 
one  glaring  example:  NAFTA  contains  an  entire  chapter  defending 
intellectual  property  rights,  but  there  is  not  a  word  anywhere 
concerning  human  rights.  We  await  what  the  side  agreements  will 
say. 

Several  groups  supporting  NAFTA  say  that  we  are  better  off 
with  this  agreement,  even  if  flawed,  than  we  are  with  no  agreement 
at  all.  But  this  is  not  true  if  the  agreement  perpetuates  the  mass 
poverty  in  Mexico  and  drags  down  the  standard  of  living  of  American 
workers  in  their  bitter  struggle  to  compete  with  wages  and  working 
conditions  substantially  below  ours.  Our  answer  is  to  negotiate  a 
substantially  different  and  better  agreement  rather  than  accept 
this  bad  deal.  Our  answer  is  to  also  demand  that  all  the  other 
components  for  a  expanding  economy  and  job  growth  on  both  sides  of 
the  border  be  in  place  when  a  NAFTA  goes  into  effect.  This 
involves  a  comprehensive  development  program  for  not  just  Mexico, 
but  the  CBI  countries  and  all  the  other  nations  in  our  Hemisphere. 
This  includes  substantial  new  debt  relief,  insistence  on  realistic 
democratic  governments,  and  a  definitive  timetable  whereby  the 
rewards  of  increased  investment  and  productivity  assure  a  rising 
real  wage  and  better  working  conditions  for  workers  in  all  these 
nations.  In  the  U.S.  it  means  we  must  have  restructuring  of  our 
economy  so  that  all  displaced  workers  are  assured  of  receiving 
alternative  employment,  including  such  tools  as  necessary  training, 
language  skills,  social  and  income  support,  national  (not  work 
based)  health  insurance,  and  so  forth,  —  even  if  this  means  that 
the  government  becomes  the  employer  of  last  resort. 

NAFTA,  as  currently  negotiated,  is  homage  to  an  ideology 
rather  than  to  common  sense.  We  have  learned  from  our  nation's 
early  experiences  with  free  market  industrialization  that  when 
market  forces  are  left  to  their  own  devices  they  can  not  be 
expected  to  bring  sustained  equitable  economic  growth  and  social 
progress.  Even  if  we  posit  that  this  agreement  will  result  in 
economic  growth,  the  issue  is  who  will  benefit  —  the  tiny  number 
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of  people  on  the  top  rungs  of  the  economic  ladder  or  the  vast 
majority  of  workers  on  the  middle  and  bottom  rungs. 

One  period  or  robber  barons  and  mass  poverty  is  enough  in  our 
history.  There  must  be  substantial  changes  in  both  the  proposed 
agreement  and  the  economic  policies  surrounding  it  to  both  prevent 
major  damage  to  the  U.S.  economy  and  provide  real  uplift  to  Mexico. 

This  is  why  when  we  talk  about  implementation  or  enforcement 
of  the  agreement  it  involves  elements  both  a  part  of  and  those 
outside  of  the  agreement.  Talking  about  the  agreement  in  a  vacuum 
is  not  very  helpful. 

Certainly  we  must  mention  that  all  discussion  of  a  NAFTA 
becomes  meaningless  if  the  Uruguay  Round  goes  forward  to 
conclusion,  especially  if  the  current  Dunkel  text  is  the  basis  of 
agreement.  If  this  nation  is  serious  about  giving  trade 
preferences  to  our  hemispheric  neighbors,  then  Congress  must  say  no 
to  a  Uruguay  Round  loudly  and  clearly! 

We  acknowledge  that  NAFTA  does  give  real  preference  in  the 
textile  and  apparel  area  to  products  completely  manufactured  within 
the  three  countries.  The  rules  of  origin  are  sufficiently  strong 
so  that  the  benefits  of  the  agreement  force  investment  and 
production  expansion  to  be  made  within  North  America  as  was 
intended. 

However  not  too  much  should  be  made  of  the  value  of  these 
tight  textile  rules  of  origin.  Current  trade  from  Mexico  in  men's 
apparel  already  contains  a  high  percentage  of  American  fabrics.  In 
almost  all  categories,  70  to  90  percent  of  Mexican  garment  exports 
are  made  from  American  fabrics,  trimmings  and  other  components  so 
this  agreement  will  not  change  things  very  much.  A  listing  of  the 
percentage  of  trade  currently  using  American  formed  fabrics  by 
product  is  appended  to  this  statement.  There  is  a  giant  loophole 
in  the  rule  of  origin  in  the  amount  of  fabric  that  is  exempt  from 
this  rule,  but  we  will  give  the  benefit  of  the  doubt  to  the 
negotiators  who  claimed  that  this  was  necessary  for  items  not 
available  within  the  three  participants.  The  first  thing 
implementing  legislation  must  do  is  call  for  renegotiation  of  the 
exempt  amount  if  this  proves  not  to  be  accurate,  lowering  it  to 
what  can  realistically  be  shown  to  unobtainable.  And  here  we  are 
talking  about  physically  unobtainable,  not  a  definition  based  upon 
price. 

One  example  of  the  destructiveness  of  a  too  generous  exemption 
from  the  rule  of  origin  has  been  the  consequences  for  the  U.S. 
men's  tailored  clothing  industry  from  the  hugh  wool  fabric  TRQ 
granted  Canada  under  our  free  trade  agreement  with  them.  Canadian 
suit  and  sportcoat  manufacturers  can  bring  in  European  or  Far 
Eastern  high  quality  wool  fabrics  at  zero  duties  into  Canada,  sew 
the  garment  there  and  ship  it  into  the  U.S.  for  nominal  (and 
declining)  duties.  U.S.  companies  must  pay  a  36.1  per  cent  duty 
for  these  same  fabrics,  and  since  fabric  represents  50  percent  or 
more,  of  the  cost  of  these  garments,  our  manufacturers  are  at  an 
average  $50  per  unit  cost  disadvantage  to  their  Canadian 
competitors.  This  inequity  must  be  quickly  addressed,  either  by 
Congress  providing  duty  exemption  for  the  high  quality  wool  fabrics 
unobtainable  from  U.S.  suppliers,  or  requiring  the  Trade 
Representative  to  substantially  reduce  the  Canadian  wool  fabric 
exemption  through  our  consultation  clause  in  the  agreement.  The 
quantity  of  wool  fabric  exemption  for  Mexico  is  much  lower  and 
should  not  cause  us  difficulty. 

Under  NAFTA  the  Customs  Service  has  rights  to  do  surprise 
inspections  and  investigations  in  any  of  the  three  countries.  But 
that  provision  is  useless  if  Customs  is  undermanned  and  under 
severe  budget  constraints.  Further  the  last  decade  has  seen  its 
primary  mandate  made  almost  exclusively  the  interdiction  of  drug 
trade.  While  that  certainly  should  be  given  priority,  a  better 
balance  needs  to  be  struck  toward  greater  enforcement  of  commercial 
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transactions.  If  there  is  no  fear  of  Customs  inspections  or  the 
risk  of  being  caught  is  so  small  as  to  not  deter  violations  then 
even  the  toughest  rule  of  origin  is  without  value.  Greater 
allocation  of  budget  resources  for  Customs,  some  of  it  specifically 
mandated  for  NAFTA  enforcement,  will  return  greater  amounts  to  the 
Treasury  than  those  expended  through  greater  economic  activity 
created  for  our  industry  here. 

Since  the  requirements  and  standards  for  worker  rights  and 
environmental  betterment  are  still  being  negotiated  it  is  premature 
to  comment  upon  their  enforcement.  But  it  is  not  inconceivable 
that  Labor  Department  and  EPA  inspectors  should  have  the  same 
powers  as  Customs  officers  in  all  three  countries.  Past  experience 
with  the  Mexican  legal  structure  gives  no  confidence  that  workers 
or  unions  will  have  any  independent  judicial  review  or  enforcement 
abilities  of  whatever  standards  are  negotiated  or  even  currently 
what  is  part  of  Mexican  law. 

One  alternative  is  to  give  private  entities  such  as  workers  or 
unions  the  right  of  action  under  American  law  or  administrative 
procedure  to  pursue  compliance  with  the  agreement.  Right  now 
private  rights  of  action  in  Customs  matters  or  against  unfair  labor 
or  social  practices  affecting  trade  competitiveness  are  either  not 
legal  or  completely  dependent  upon  the  Executive  Branch  taking 
action.  We  have  seen  under  the  Bush  Administration  the 
governments'  great  reluctance  to  take  action  against  the  enormous 
transshipment  of  Chinese  textiles  and  apparel  in  total  violation  of 
our  bilateral  agreement  with  that  country.  If  the  same  policy 
where  in  place  with  Mexico,  then  all  those  rosy  economic  models  of 
only  a  few  hundred  thousand  jobs  being  lost  here  become  absurd  — 
the  loss  will  be  in  the  millions  affecting  all  industries.  The 
threat  of  a  private  legal  action  would  create  a  great  disincentive 
to  cheat  or  evade  compliance  with  the  agreement. 

Another  suggestion  to  create  disincentives  is  to  make  American 
companies  liable  for  their  subsidiaries  or  contractors  actions  in 
Mexico.  For  retailers  and  service  companies  we  could  likewise  make 
them  legally  responsible  for  the  actions  of  Mexican  companies  that 
provide  them  with  goods  or  services.  Companies  that  do  importing 
certainly  make  sure  their  purchases  meet  all  their  quality,  size, 
construction,  price  and  other  specifications.  Why  can't  we  apply 
the  same  concept  to  social  and  human  specifications? 

Finally  there  is  an  area  of  enforcement  outside  of  the 
agreement  that  is  just  an  important  as  dealing  with  the  components 
of  the  agreement  itself.  In  the  last  Congress  Senator  Metzenbaum 
introduced  a  bill  to  discourage  American  companies  from  relocating 
their  domestic  operation  to  a  foreign  country  to  exploit  cheap 
labor.  That  bill  would  require  120  day  advance  notice  of  any 
layoff,  provide  dislocated  workers  specific  severance  pay,  a  year's 
worth  of  continued  health  benefits  and  reimbursement  for  retraining 
and  relocation  expenses.  It  would  prohibit  such  companies  from 
receiving  federal  grants  and  loans  for  a  period  of  five  years  and 
discriminate  against  them  in  the  awarding  of  federal  contracts. 
One  addition  we  would  add,  not  in  Sen.  Metzenbaum's  bill,  is  the 
requirement  to  repay  all  local  or  state  tax  abatements,  subsidies, 
power  or  water  payment  reductions  and  other  incentives  given  at 
public  expense.  American  companies  will  have  even  greater 
incentives  to  blackmail  their  local  communities  if  NAFTA  passes  and 
unless  something  is  done  by  Congress  to  redress  this  power 
imbalance  the  public  will  pay  an  enormous  price  to  maintain  jobs 
and  production  in  their  communities.  This  is  the  sure  road  to  a 
general  deterioration  of  American  living  standards,  being  almost  as 
economically  consequential  as  shifting  production  itself.  We  urge 
that  the  Congress  pass  the  Metzenbaum  bill,  with  improvements,  as 
part  of  the  implementing  legislation  of  NAFTA,  if  there  is  to  be  a 
NAFTA. 

Our  union  continues  to  believe  that  the  proposed  NAFTA  is 
fundamentally  flawed  and  must  be  re-negotiated  if  the  social  and 
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environmental  dimensions  of  North  American  economic  integration  are 
to  be  adequately  addressed.  We  recognize  that  President  Clinton's 
position,  and  the  concerns  of  Congress  as  evidenced  by  this 
Subcommittee's  hearing,  provide  an  important  opportunity  to 
significantly  improve  the  agreement  in  particular  areas.  We  are 
insistent  however,  that  meaningful  improvements  are  made  to  the 
NAFTA,  both  in  the  supplementary  agreements  and  in  the  implementing 
legislation.  But  we  shall  also  continue  to  insist  that  a 
Hemisphere  development  program  and  a  domestic  employment  program  be 
enacted  simultaneously  with  any  agreement  that  enhances  trade  with 
less  developed  countries. 
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AMWEX 

Men's  and  Boys*  Apparel  Imports  from  Mexico 

for  1992 


Percent 

Tliiiii 

ITEM 

IMPORTS  (DZ) 

807 

807A 

Cotton: 

Outer  Coats 

53,583 

81 

29 

Knit  Shirts 

357,944 

5 

86 

Woven  Shirts 

263,360 

17 

72 

Trousers 

3,088,559 

6 

86 

Wool: 

Sport  Coats 

3,676 

35 

0 

Outer  Coats 

1,816 

39 

21 

Suits  (units) 

124,508 

0 

0 

Trousers 

8,971 

90 

4 

Man-Made  Fiber: 

Sport  Coats 

20,186 

8 

92 

Outer  Coats 

4,524 

86 

0 

Knit  Shirts 

36,867 

0 

95 

Woven  Shirts 

13,527 

3 

30 

Suits  (units) 

3,408 

58 

0 

Trousers 

475,745 

3 

96 

Sources   CoBaerce  Departaent  —  Office  of  Textiles  and  Apparel. 
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Mr.  Nichols.  My  name  is  Eddie  Nichols  and  I'm  from  Rock  Hill, 
SC.  My  grandparents  went  to  work  in  the  textile  industry  when 
they  were  9  years  old.  My  mother  and  father  went  to  work  there 
when  they  were  14.  And  therefore,  I  went  to  work  at  Celanese 
when  I  was  21.  We  are  just  now  beginning  to  be  able  to  make  plans 
to  send  our  kids  to  college,  put  braces  on  their  teeth,  and  things 
like  that.  And  this  NAFTA  free  trade  bill  to  most  workers  seems 
to  be  a  step  backwards. 

I  had  the  opportunity  to  go  to  Mexico  where  Celanese  has  a  plant 
in  Ocatlan.  ^d  if  there's  a  middle  class  there,  it's  nothing  like  we 
think  of  as  a  middle  class.  There  is  a  humongous  amoimt  of  pov- 
erty there.  People  live  in  things — like  we  have — in  woodsheds. 

And  while  I  was  there  the  plant  manager  invited  us  to  go  to  his 
place  on  the  lake  down  there.  So  while  I  was  there  I  walked  down 
to  the  lake,  and  if  I  had  fallen  in  that  lake  I  would  have  been  very 
upset.  It  looked  like  a  cess  pool.  And  I  swam  and  drank  out  of  the 
Catawba  River  all  my  life. 

But  they  make  the  same  products  that  we  make  and  we're  com- 
petitive with  them.  And  as  I  know  you  know,  John,  that  Celanese 
has  just  spent  $50  million  in  waste  water  and  environmental 
things  there.  And  if  they  don't  have  to  do  this — the  workers  there, 
what  they're  upset  about,  that  they'll  move  this  operation  to  Mex- 
ico, because  those  people  are  already  experienced  in  making  the 
same  things  that  we  do  and  it's  a  very  distressing  thing  when  you 
think  about  losing  your  job. 

Someone  up  here  made  the  statement  a  while  ago  that  jobs  didn't 
count.  They  don't  count  when  it's  not  your  job.  It  most  certainly 
counts  when  it  becomes  your  job  they're  doing  away  with. 

We  come  from  an  area  that  used  to  be  full  of  textile  mills,  and 
those  mills  have  moved  somewhere  else  without  an  agreement.  And 
with  an  agreement  to  make  it  easier  for  them  to  leave,  I  doubt  if 
we'd  be  left  with  any  place  to  work,  you  know,  for  common  people 
to  work. 

So  basically,  that's  what  I  wanted  to  come  here  to  say. 

Mr.  Spratt.  Thank  you  very  much.  Let's  go  back  to  the  issue  we 
were  dealing  with,  and  then  we'll  come  back  to  the  final  question 
and  that  is  uie  overall  value  of  this  agreement. 

Mr.  Bodner,  from  what  I  understand  you  to  say,  you  don't  believe 
the  penalties  matter  if  we  don't  have  tne  will  to  impose  them.  And 
your  experience  with  the  Chinese  transshipment  issue  is  that  the 
Government  has  never  really  mustered  the  courage  to  really  crack 
down  on  the  Chinese. 

Mr.  Bodner.  The  Government  talks  a  much  better  game  than  it 
delivers.  And  there  are  legions  of  excuses  for  nondelivery  of  pen- 
alties. Now,  the  last  Commissioner  of  Customs,  Mrs.  Hallett, 
seemed  to  be  pretty  interested  in  enforcement.  And  at  a  Treasury 
Department  Advisory  Committee  meeting  in  New  York,  an  open 
meeting,  she  explained  the  whole  operation  "Q-Tip,"  and  it  was  the 
largest  Customs  enforcement  investigation  in  the  history  of  the 
Treasury  Department  involving  literally  hundreds  of  agents.  I 
think  the  figure  she  gave  was  400. 

And  after  she  told  us  all  that,  she  got  up  to  leave  the  meeting 
early  and  she  said,  "I  need  to  get  back  to  Washington  for  a  Na- 
tional Security  Council  meeting.    And  she  said,  "You  know  how  it 
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is  in  Washington.  You're  doing  all  right  for  while,  but  you  never 
really  know."  Well  I  always  assumed,  as  a  former  bureaucrat  in 
this  town  and  with  a  degree  of  cynicism  that  was  earned  in  the 
process,  that  she  told  us  about  the  National  Security  Council  meet- 
ing she  had  to  go  to  for  a  reason,  not  because  she  was  just  place 
dropping. 

And  the  fact  is  that  while  there  was  one  item  in  which  an  indict- 
ment was  obtained  against  the  Chinese  state  trading  organization 
in  New  York,  there's  lots  of  other  stuff  that's  sitting  out  there  that 
hasn't  happened  yet,  at  least  so  we're  led  to  believe.  My  assump- 
tion is  that  when  you  hear  arguments  in  support  of  NAFTA  for  po- 
litical reasons,  and  there  have  been  lots  of  those — "It's  a  major  po- 
litical problem  if  we  have  this  unresolved  issue  with  Mexico" — 
you're  going  to  hear  those  same  kinds  of  arguments  as  reasons  why 
we  shouldn  t  actually  enforce — "If  you  nail  this  company  and  stop 
their  trade,  then  it's  going  to  put  5,000  people  out  of  work  in  Mex- 
ico and  there's  going  to  be  a  big  problem." 

Those  problems  exist  and  that's  the  concern  that  I  have.  I  think 
the  rules  are  essential  as  a  first  step.  I've  always  thought  that.  De- 
velop a  good  set  of  rules  and  we'll  fight  later  about  how  we  get 
them  enforced.  Later  is  coming. 

Mr.  Spratt.  Will  the  two  of  you  who  have  dealt  with  our  Cus- 
toms both  agree  that  Customs  needs  resources  beyond  what  they 
have  now,  beyond  what's  been  budgeted  or  requested  in  order  to 
cany  out  and  execute  the  rules  of  origin  provisions  and  other  pro- 
tective provisions  in  the  NAFTA  agreement? 

Mr.  Moore.  Our  view  is  that  they  do,  and  when  they  speak  of 
the  decision  that  they've  taken  internally  to  transfer  people,  I  think 
what  they're  counting  on  is  passage  and  implementation  of  a  Cus- 
toms Modernization  Act  where  machines  will  replace  some  bodies 
so  that  they  can  shift  personnel  aroimd.  I  think  that  they  need  an 
incremental  appropriation,  if  you  will,  an  increase  so  that  tJiey  can 
in  fact  bring  people  on  board  dedicated  to  NAFTA  enforcement  and 
they  don't  have  to  wait  for  a  shift  of  resources  among  other  uses. 

As  Mr.  Bodner  pointed  out,  there's  a  lot  of  that  budget  that  is 
pretty  much  allocated  by  the  Congress  to  other  uses.  They  don't 
have  a  lot  of  flexibility  to  shift  resources  around.  I  think  NAFTA 
implementation  and  enforcement  funding  would  be  exactly  what's 
needed  to  get  them  on  the  right  foot  because  they  want  to  do  it, 
they  know  how  to  do  it,  the  provisions  are  in  place  to  do  it.  I  think 
they  need  the  funding  assurance,  if  you  will,  that  permits  them  to 
move  in  that  direction. 

Mr.  Spratt.  Mr.  Bodner. 

Mr.  Bodner.  Mr.  Chairman,  the  short  answer  to  your  question 
is  almost  certainly  ves.  One  could  argue  that  a  more  efBcient  use 
of  the  resources  within  the  agency  would  alleviate  the  need  to  just 
add  on  top  of  what  you  already  have.  But  if  everything  else  stayed 
the  same  and  all  the  congressional  mandates  about  spending 
stayed  the  same,  then  absolutely  they  need  more  money  and  peo- 
ple. 

They  run  an  Air  Force  that  logged  45,000  flight  hours  in  fiscal 
year  1992,  including  Nomads  and  Black  Hawk  helicopters.  That's 
expensive  stuff  to  operate.  They  run  a  Navy  of  125  ships  with 
33,000  service  hours  during  1  fiscal  year.  Now  you  can  imagine — 
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and  the  numbers  are  available  in  the  submissions — ^what  kind  of 
millions  of  dollars  it  was  to  keep  that  going. 

A  part  of  that  was  acquisition  money  and  it  was  no-year  appro- 
priation monev,  and  this  is  the  last  fiscal  year  for  that  money.  So 
next  year,  if  tney  want  to  keep  the  same  degree  of  operating — and 
Mexico,  by  the  way,  was  their  biggest  target  of  interdiction  for  co- 
caine— if  they  want  to  keep  the  same  degpree  of  operations,  there's 
going  to  be  a  hell  of  a  crunch  about  what  happens  with  the  rest 
of  that  budget  because  that  money  is  gone. 

Mr.  Spratt.  Mr.  Gundersheim. 

Mr.  Gundersheim.  Partly  what  I  was  saying  is  that,  yes,  I  don't 
see  how  you're  ever  going  to  meet  the  demands  of  Customs  to  do 
an  adequate  enforcement  job  because  clearly  with  the  expected  in- 
crease in  trade  from  Mexico,  the  volume  would  just  be  overwhelm- 
ing, as  it  is  now  in  textile  and  apparel.  They  inspect  roughly  1  to 
2  percent  of  all  their  shipments.  And  the  incentive  to  cheat  is  so 
great  that  even  if  you  get  caught,  the  penalties,  you  know,  the 
other  99  percent  get  through.  What  the  hell,  you  know,  you  don't 
care  if  you  get  caught  on  a  few. 

Unless  vou  have  some  other  means  by  making  companies  directly 
responsible  as  the  importer  or  as  the  seller  of  a  proouct  to  supple- 
ment the  actions  of  Customs,  I  don't  see,  frankly,  with  all  the  re- 
sources that  you  can  increase,  I  don't  see  how  you're  going  to  solve 
the  problem  without  some  additional  methods. 

Mr.  Spratt.  You  are  asking  for  standing,  for  the  ability  of  labor 
union  members  and  others  who  have  a  stsdce  in  this  trade  who  are 
affected  by  it,  hurt  by  it,  potentially  hurt  by  it,  themselves  to  go 
to  court  or  to  go  to  some  administrative  unit  and  seek  enforcement 
of  rules  that  are  supposed  to  apply  to  control  this  sort  of  trade. 
Specifically,  what  rules  are  you  talking  about? 

Would  you  want  to  be  able  to  go  to  some  sort  of  administrative 
agency  or  court  and  say  that  the  rule  of  origin  wasn't  applied  to 
this  particular  shipment  and  ought  to  be  applied  and  therefore 
some  penalty  ought  to  be  imposed? 

Mr.  Gundersheim.  Yes,  absolutely.  I  mean  right  now  I  have  to 
go  to  Customs;  I  have  to  wait  for  them  to  investigate.  And  then 
they  have  to  do  the  investigation.  And  if  they  do  find  a  violation 
sufficient  enough,  they  have  to  refer  it  to  the  Justice  Department. 
We're  totally  dependent  upon  the  Government  doing  the  enforcing 
in  this  case.  There  ought  to  be  some  other  alternative  means  to 
provide  encouragement  to  get  enforcement  that  doesn't  rely  on  the 
Government.  That's  what  I^n,  in  effect,  saying. 

Mr.  Moore.  Mr.  Chairman,  if  I  might  just  add  something  to  that. 
Our  industry  and  our  association  has  for  many  years  now  tried  to 
get  such  legislation  enacted,  a  private  right  of  action  for  Customs 
fraud  damages,  et  cetera.  Not  just  in  a  NAFTA  context,  but  we 
think  that  it  could  provide  that  self-policing  mechanism  for  all  Cus- 
toms fraud  from  all  countries. 

It  might  be  one  of  the  best  ways  to  curb  Chinese  transshipment. 
If  the  importers  knew  that  they  could  be  hit  with  suits  for  damages 
because  we  know  that  they  are  bringing  in  goods  illegally  and  can 
seek  a  private  right  of  action,  then  we  believe  that  that  would  be 
a  significant  deterrent  and  a  very  important  weapon  to  deal  with 
Customs  fraud,  generally. 
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Mr.  Spratt.  Let  me  go  back  as  a  final  question  in  a  line  of  ques- 
tions to  the  point  that  you  made,  Mr.  Moore,  and  that  Mr.  Bodner 
made  and  to  some  extent  that  Mr.  Gundersheim  dealt  with  and 
that  Mr.  Nichols  dealt  with.  And  that  is:  What  happens  if  NAFTA 
doesn't  pass? 

Your  fear  sind  concern  is  that  the  disadvantages  can  still  come 
about.  I  suppose  Mexico  could  repeal  their  trade  balancing  laws 
and  their  local  coownership  laws  and  the  restrictions  that  have  im- 
peded the  flow  of  industry  thus  far  to  Mexico,  all  of  the  stated  re- 
quirements, and  on  their  own,  unilaterally  induce  and  encourage 
these  firms  to  come  to  Mexico  and  we  get  nothing  in  return. 

Mr.  Moore.  That's  part  of  it,  certainly. 

Mr.  Spratt.  Can  that  happen?  Are  most  of  the  impediments  at 
the  present  time  impediments  that  have  been  imposed  by  the  Mexi- 
can Government,  that  is,  to  the  relocation  of  American  industry 
there? 

Mr.  Moore.  Well,  there  have  been  impediments.  You  heard  Ms. 
Hughes  talk  about  some  of  the  impediments  in  the  auto  trade.  But 
the  key  point  is  who  shares  in  that  development;  that's  the  key 
concern.  Mexico  is  going  to  continue  to  develop,  in  our  judgment. 
It's  on  the  path,  ^d  politically,  it's  going  to  continue.  I  think 
whatever  administration  is  there,  that  will  be  their  policies. 

Once  that  happens,  do  we  share  in  it  as  partners  with  rules  of 
origin,  with  Customs  enforcement,  with  environmental  pressures 
brought  to  bear  on  them,  with  labor  rights  pressures,  or  do  they 
just  do  it  any  way  they  want?  And  it's  the  "any  way  they  want" 
that  will  clearly  mean  bringing  in  more  and  more  Far  East  invest- 
ment. And  those  investors  will  be  using  Far  East  components  to 
make  the  goods  for  consumption  in  Mexico  and  for  shipment  to  the 
United  States. 

And  the  U.S.  policy  is  one  of  letting  goods  in  it's  market.  We're 
the  biggest  open  market  in  the  world.  So  the  question  for  us  is: 
Isn't  it  better  to  have  Mexico  develop  where  we  participate  in  that 
development  with  our  inputs  and  with  our  pressures  to  provide  im- 
provements in  the  way  they  do  business,  in  the  environmental  per- 
formance that  we  heard  talked  about,  in  the  labor  rights  that  Mr. 
Gundersheim  has  raised? 

We  don't  believe  it's  even  remotely  possible  to  think  that  when 
Hong  Kong  investment  is  invited  into  Mexico  without  a  NAFTA 
that  they  will  be  concerned  about  labor  rights.  Hong  Kong  is  bring- 
ing in  all  sorts  of  goods  now  from  the  Peoples  Republic  of  China, 
and  they  don't  worry  about  labor  rights  in  China.  So  there's  not 
going  to  be  any  pressures  brought  to  bear  on  Mexico  to  improve  in 
those  areas.  But  with  a  NAFTA  there  will  be,  and  we  think  that 
offers  some  tremendous  advantages. 

Mr.  Spratt.  Mr.  Bodner. 

Mr.  Bodner.  I  think  Mr.  Moore's  argument  lends  itself  to  a  little 
extrapolation  that's  perhaps  not  so  comfortable.  Why  not  have  the 
same  kind  of  agreement  negotiated  with  the  People's  Republic  of 
China?  It  would  give  us  a  greater  influence  over  the  human  rights 
policies.  We  could  have  something  to  do  with  their  labor  standards. 
And  we  would  be  dealing  with  a  market  that  is  absolutely  explod- 
ing as  opposed  to  one  that  is  crawling  along  on  the  basis  of  a  con- 
stantly devalued  peso. 
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It  seems  to  me  that  if  the  argument  is  a  free  trade  agreement 
opens  up  opportunities  to  influence  other  governments,  then  tiliat's 
what  we  ought  to  be  doing  everywhere,  ^d  I  don't  happen  think 
that  that's  the  way  they  work  and  that  therefore  it's  not  a  good 
idea. 

I  think  what's  going  to  happen  is  you're  going  to  have  lots  of 
problems  with  Mexico.  I  agree  with  Mr.  Moore  on  one  narrow  point 
and  that  is  if  you  assume,  as  he  does,  that  the  United  States  re- 
mains and  keeps  it's  market  open,  then  Mexico  will  develop  and 
will  have  all  the  import  problems  because  our  market  is  open. 

But  nowhere  is  it  written,  and  it's  certainly  not  part  of  the 
Multifiber  Arrangement,  that  we  have  to  take  everything  that  gets 
exported  from  Mexico  because  we're  just  good  guys.  We  have  our 
own  domestic  economic  interests  to  preserve  and,  unlike  Mr. 
Mendelowitz,  we  think  that  jobs  matter  m  this  country. 

Mr.  Spratt.  Mr.  Gundersheim  or  Mr.  Nichols,  eitfier  one  or  both. 

Mr.  Gundersheim.  It  doesn't  make  a  whole  lot  of  sense  overall 
when  you  say  any  kind  of  NAFTA  is  better  than  no  NAFTA  be- 
cause you're  at  least  addressing  some  of  these  issues.  Unless  you 
address  them  adequately — ^there's  a  big  difference  between  window 
dressing  and  significant  labor  rights  and  environmental  standards 
and  in  fact  specific  timetables  and  commitment  of  resources. 

I  mean  people  say  it's  not  quite  applicable,  but  when  the  Euro- 
pean Community  integrated  Spain  ana  Portugal  and  Greece,  which 
had  a  significantly  lower  standard  of  development  than  the  original 
members  of  the  European  Community,  they  put  in  enormous  re- 
sources to  raise  the  living  standards,  to  raise  the  infrastructure,  to 
deal  with  some  of  the  social  problems.  They  have  a  very  extensive 
unemployment  and  income  support  system.  They  have  a  national 
health  program. 

To  have  an  agreement  that  simply  deals  with  making  corporate 
life  commercially  easier,  without  dealing  with  the  social  problem, 
it  seems  to  me  makes  an  agreement  worse,  not  better.  Ana  the  sit- 
uation with  Mexico,  I  don^  think  anybody  would  invest  all  that 
much  in  Mexico  under  the  current  conditions  precisely  because 
they  wouldn't  have  the  same  assurances  that  this  agreement  gives 
them. 

This  is  an  agreement  where  the  U.S.  Government  says,  "Move, 
leave  the  United  States."  This  is  really  what  is  meant — it's  an  open 
invitation  to  most  companies.  And  we  say  unless  the  half  of  Aat 
agpreement  that  deals  with  the  human  and  social  consequences  are 
dealt  with,  then  we  don't  think  that — that  in  fact  with  the  agree- 
ment we  are  worse  off  than  we  are  better  off. 

Mr.  Moore.  Mr.  Chairman. 

Mr.  Spratt.  Mr.  Moore. 

Mr.  Moore.  If  I  might,  just  for  a  minute,  I  just  want  to  make 
sure  the  record  is  clear.  Mr.  Gundersheim  has  implied  that  I  said 
that  any  kind  of  NAFTA  is  better  than  no  NAFTA.  I  would  never 
say  that,  nor  did  I  mean  to  imply  that. 

Our  support  is  for  this  agreement,  an  agreement  that  we  worked 
very  hard  to  get,  with  good  rules  of  origin  and  good  Customs  en- 
forcement measures,  and  a  balanced  tariff  phaseout.  We  would  op- 
pose any  NAFTA  agreement  that  did  not  meet  what  we  felt  were 
our  key  objectives. 
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So  we're  not  saying  that  any  kind  of  NAFTA  agreement  is  better 
than  no  agreement.  We're  saying  that  if  you  don  t  have  this  agree- 
ment, yoxire  going  to  have  a  mess  on  your  hands. 

Mr.  Spratt.  One  final  question — and  we've  got  to  get  to  the  last 
panel,  but  just  to  complete  the  record  here.  We  didn't  ask  you  and 
you  didn't  mention  the  issue  of  the  tariff  preference  level  and  the 
position  of  ATMI.  Any  of  the  rest  of  the  panel  are  welcome  to  com- 
ment as  well.  Are  you  satisfied  with  the  tariff  preference  level  pro- 
visions or  do  you  think  that  they  should  be  strengthened  and  im- 
proved upon  and  should  we  make  recommendations  to  that  effect 
to  the  House  and  to  the  Ways  and  Means  Committee? 

Mr.  Moore.  I  think  Mr.  Bodner  has  mentioned  that,  Mr.  Chair- 
man, to  some  extent.  But  we  do  not  like  the  tariff  preference  levels. 
They  were  formerly  known  as  tariff  rate  quotas  that  were  nego- 
tiated in  the  Canadian  agreement.  We  didn  t  like  them  then.  They 
are  actually  a  loophole. 

Mr.  Spratt.  As  a  percentage  of  total  trade,  how  much  will  come 
in  imrestricted  as  a  result  of  the  TPL? 

Mr.  Moore.  How  much  can  come  in,  in  violation  of  the  rules  of 
origin  and  still  get  the  zero  duties  or  the  lower  duties  during  the 
transition?  We  oppose  that.  The  argument  was,  however — and  our 
negotiators  agreed  on  tariff  preference  levels — that  those  levels 
would  be  used  as  kind  of  a  safety  valve  in  case  there  were  short- 
ages. 

Well,  if  they  are  truly  a  safety  valve,  you  don't  need  them  to  be 
multiples  of  your  current  trade  as  they  are  in  Canada.  They  are 
really  enormous  compared  to  the  trade  levels  of  Canada.  In  Mexico 
they  re  very  generous — too  generous  in  our  opinion. 

That  is  one  of  the  areas  that  we  believe  and  urge  and  sug|;est 
that  the  Congress  really  deal  with  so  that  we  do  not  get  tarceting. 
Because  you  can  target  a  product  in  a  relatively  small  tariff  pref- 
erence level  and  do  a  lot  of  damage. 

Witness  what  has  happened  with  men's  wool  suits  from  Canada. 
Canada  had  a  relatively  small  tariff  preference  level  on  wool  ap- 

Earel.  It's  being  exploited  today  not  because  of  any  shortages  but 
ecause  a  manufacturer  decided  it  was  a  way  to  bring  in  Brazilian 
or  Korean  or  European  wool  fabrics,  make  them  into  suits  in  Can- 
ada, and  ship  them  here  as  though  they  met  the  rule  of  origin.  And 
that  is  causing  tremendous  damage  in  the  wool  suit  industry  in 
this  country. 

That  is  a  clear-cut  example  of  an  abusive  use  of  the  TPL.  And 
I  think  if  you  were  to  limit  its  use,  as  you  suggested  in  one  of  your 
questions  to  the  administration,  somehow  limit  it  so  it  could  not  be 
tan^eted,  that  would  be  a  very  big  improvement  in  closing  a  poten- 
tial loophole 

Mr.  Spratt.  Target,  you  mean  to  a  particular  product  line  or 
just 

Mr.  Moore.  Exactly. 

Mr.  Spratt.  The  product  lines. 

Mr.  Moore.  Yes,  sir. 

Mr.  Spratt.  Concentrate  all  the  aggregates  in  a  few  product 
lines  and  then  surge  into  our  market. 

Mr.  Moore.  Surge  into  our  market  and  do  a  lot  of  damage  very 
quickly. 
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Mr.  Spratt.  Mr.  Bodner. 

Mr.  Bodner.  It's  what  I  referred  to  in  the  concentration  section 
of  my  speech.  We  had  given  the  negotiators  specific  language  on  a 
simple  way  to  avoid  that  but  it  didn^  get  through  the  process. 

Mr.  Spratt.  Would  you  like  to  submit  it  for  the  record? 

Mr.  BoD^fER.  Sure. 

Mr.  Spratt.  Mr.  Gundersheim. 

Mr.  Gundersheim.  I  must  say  that  the  past  administration  has 
talked  a  great  deal  about  the  consultations  that  they  did  with  tiie 
private  sector  and  those  of  us  who  were  specific  advisors.  Consulta- 
tions and  dialog  and  listening  are  all  three  very  different  concepts. 

And  while  there  were  a  lot  of  meetings,  they  did  not  accept  our 
recommendations  or  even  suggestions  in  this  particular  area.  And 
they  specifically  did  not  negotiate  such  a  concentration  clause  as 
part  of  the  agreement.  They,  in  fact,  told  us  that  they  weren't  going 
to  go  and  negotiate  that.  I  think  if  Congress  can  rectify  that  in 
some  way,  it  would  be  extremelv  helpful. 

Mr.  Spratt.  If  you  would  like  to  submit  anything  else  for  the 
record  in  what  you  are  recommending  for  the  side  agreements  or 
the  standing  and  separate  enforcement  rights,  we  would  be  glad  to 
make  them  part  of  our  record.  Thank  you  for  coming.  Eddie,  thank 
you  for  coming,  and  Carlos  and  Mr.  Bodner,  thank  you  very  much. 

Finally,  our  last  panel.  We're  sorry  to  have  taken  so  long  to  reach 
you  but  we  want  to  complete  the  hearing  with  testimony  now  from 
the  automobile  and  auto  parts  industry.  This  panel  consists  of  Mr. 
Stephen  Collins,  who  is  director  of  the  economic  and  international 
affairs  department,  American  Automobile  Manufacturing  Associa- 
tion; and  Mr.  David  Gridley,  from  the  Torrington  Co.,  a  manufac- 
turer of  bearings. 

As  with  the  other  witnesses,  I  believe  we  have  your  testimony 
here.  I  have  Mr.  Gridley's  and  I  have  Mr.  Collins'.  We  will  make 
your  testimony,  as  filed,  part  of  the  record  and  you  can  summarize 
it  if  you  wish.  Mr.  Collins. 

STATEMENT  OF  STEPHEN  COLLINS,  DIRECTOR,  ECONOMIC 
AND  INTERNATIONAL  AFFAIRS  DEPARTMENT,  PUBUC  AF- 
FAIRS DIVISION,  AMERICAN  AUTOMOBILE  MANUFACTURING 
ASSOCIATION,  ACCOMPANIED  BY  THOMAS  COLLINS,  CHAIR- 
MAN, CUSTOMS  COMMITTEE,  AND  CUSTOMS  ADMINIS- 
TRATOR, GENERAL  MOTORS  CORP. 

Mr.  Collins.  Mr.  Chairman,  thank  you,  you've  been  very  pa- 
tient. It's  been  a  long  morning. 

Mr.  Spratt.  Thank  vou  for  coming. 

Mr.  Collins.  Thank  you  for  sta3ang.  I  represent  the  American 
Automobile  Manufacturers  Association  whose  members  are  Chrys- 
ler, Ford  Motor  Co.,  and  General  Motors  Corp.  Our  companies  di- 
rectly employ  560,000  people  in  the  United  States.  We  wanted  to 
come  this  morning  to  talk  to  you  about  the  NAFTA,  to  give  you  our 
perspective  on  it  very  briefly.  Ms.  Hughes  has  already  covered 
some  of  that  territory  in  her  testimony  this  morning.  We  wanted 
to  give  you  a  perspective  on  how  things  are  operated  in  the  North 
American  auto  industry  and  how  NAFTA  may  complement  and,  we 
think  for  the  positive,  provide  opportunities  for  us. 
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As  you  may  know,  the  auto  industry  in  the  United  States  and 
Canada  is  already  completely  integrated.  This  goes  back  to  an 
agreement  that  the  United  States  entered  in  1965  with  Canada 
which  was  then  somewhat  incorporated  into  the  United  States- 
Canada  auto  pact.  So  the  United  States  and  Canada  is  already  one 
large  production  base  and  marketing  base.  And  that  market  is — ^the 
integration  process  is  complete. 

In  Mexico,  however,  as  Ms.  Hughes  noted,  we're  in  a  very  dif- 
ferent situation.  Our  companies  have  operated  there  for  decades 
but  under  a  very  different  philosophy  under  the  subsequent  Mexi- 
can Governments. 

We  operate  under  auto  decrees  in  Mexico  where  the  Government 
has  set  very  specific  trade  and  investment  rules  and  standards 
which  have  not  always  maximized  efficiency  and,  in  fact,  which 
have  really  led  to  a  situation  in  which  we  have  one-way  trade  in 
automobiles  and  trucks  and  that  is  coming  from  Mexico  to  the 
United  States.  The  current  rules  make  it  almost  impossible  for  us 
to  export  from  the  United  States  down  to  Mexico. 

When  we  sat  down  with  our  negotiators  at  the  beginning  of  this 
negotiation  we  outlined  three  objectives.  No.  1,  we  wanted  to  be 
able  to  export  from  our  plants  here  in  the  United  States  and  in 
Canada  to  Mexico,  a  major  objective.  No.  2,  and  more  to  the  point 
of  your  hearing  today,  we  wanted  to  make  sure  that  there  was  a 
clear  and  strict  automotive  rule  of  origin. 

No.  3,  we  wanted  to  provide  for  a  transitional  period  and  an  eq- 
uitable and  fair  transition  for  inte^ating  this  separate  and  some- 
what complex  Mexican  auto  situation  that  we're  a  part  of  into  the 
open  and  integrated  U.S.  operation.  And  we  felt  that  a  transition 
was  needed  to  give  all  of  the  participants  a  chance  to  restructure 
so  that  no  one  party  would  be  competitively  disadvantaged,  cer- 
tainly vis-a-vis  auto  companies  that  may  wish  to  go  into  Mexico 
after  the  agreement. 

Briefly,  we  feel  that  those  three  key  objectives  were  all  met.  We 
had  an  extremely  close  working  relationship  with  Ms.  Hughes  and 
Mr.  Simpson,  wno  were  both  here  this  morning.  We  spent  hun- 
dreds and  hundreds  of  hours  working  with  them,  With  Ms.  Hughes 
in  the  auto  provisions,  we  had  never  witnessed  really  in  trade  ne- 
gotiations that  kind  of  level  of  constant  consultation. 

With  Mr.  Simpson,  we  sat  down  at  the  beginning — we  already 
had  an  auto  rule  of  origin  operating  with  the  United  States-Canada 
Free  Trade  Agreement  that  had  been  in  effect  for  3  years.  We  sat 
down  with  each  other,  Government  and  industry,  and  said,  "OK, 
what  can  we  learn  from  what  experience  we've  already  had?"  And 
we  all  put  our  perspectives  on  the  table  and  with  Mr.  Simpson  and 
others  at  Treasury  and  Customs. 

We  feel  we  constructed  a  rule  which  is  both  much  easier  to  iden- 
tify with  what  are  we  talking  about  in  terms  of  what  is  actually 
North  American  value,  how  can  we  get  this  information  from  com- 
pany records  for  auditors  to  be  able  to  get  it  without  spending  2 
years  trying  to  find  it,  and  third,  establishing  what  is  the  right 
standard  of  preference,  what  should  be  the  level  which  establisnes 
eligibility  for  the  NAFTA  trade  agreement. 

We  all  agreed,  in  the  United  States  side,  that  it  should  be  higher 
than  it  had  been  in  the  United  States-Canada  FTA,  based  on  our 
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experience  thus  far.  We  achieved  that  level.  We  all  wanted  a  some- 
what higher  level.  It  was  ultimately  achieved,  but  that  was  not 
shared  by  our  colleagues  in  Canada  and  Mexico,  apparently,  and 
we  were  able  to  achieve  ultimately  a  62.5  percent  standard  which 
we  will  ratchet  up  after  year  8. 

Finallv,  as  I  said,  we  had  a  problem  in  that  Mexico  has  had  a 
series  of  very  cumbersome  and  specific  restrictions  on  the  five  pro- 
ducers in  Mexico.  While  we  all  supported  and  wanted  to  have  those 
restrictions  lowered  so  that  we  could  do  business  more  rationally, 
to  do  it  immediately  would  put  those  companies  who  have  been  op- 
erating imder  these  restrictions  and  set  up  their  business  and  in- 
vested billions  under  the  rules  at  a  competitive  advantage  to  a  new 
compgmy  who  would  be  able  to  come  in  tomorrow  perhaps  and  say, 
"Gree,  111  set  up  at  world  class  competitive  standards  with  no 
rules." 

So  we  sought  and  support  a  transition  phase  that  will  ratchet 
down  all  of  these  various  regulations  while,  at  the  same  time,  if 
let's  say  half  way  through  the  10-year  transition  a  new  company 
comes  in  and  says,  "We  want  to  build  in  Mexico,"  they  would  have 
to  come  in  and  meet  whatever  rules  were  still  there  over  the  tran- 
sition. At  the  end  of  10  years  it's  a  totally  open  and  free  market 
for  all  competitors. 

Briefly,  that  was  the  message  we  wanted  to  give  you.  We  are 
supporting  this  agreement.  We  see  it  as  a  benefit  to  our  workers 
in  North  America,  in  America  to  our  business.  We  see  it  as  a  plus 
for  all  parties. 

Mexico,  as  others  have  mentioned  this  morning,  is  a  growth  mar- 
ket in  the  auto  sector.  We  are  already  there.  We  want  to  partici- 
pate in  the  growth  market.  We  want  to  be  able  to  ship  fix)m  our 
overcapacity  in  North  America,  unused  capacity  in  Nortn  America, 
vehicles  that  we  can't  currently  get  into  Mexico  because  we  think 
there  is  a  pentup  demand  for  a  wider  range  of  vehicles. 

We  think  we  can  sell  more  of  the  cars  built  here,  keep  our  people 
employed,  hopefully  employ  more  people  as  the  base  grows.  And  for 
that  reason,  we're  supporting  the  agreement  strongly. 

Thank  you. 

[The  prepared  statement  of  Mr.  Collins  follows:] 
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MAY  4,  1993 


On  behalf  of  the  American  Automobile  Manufacturers  Association  (AAMA),  I  want 
to  thank  the  Chairman  and  members  of  the  Subcommittee  for  providing  the 
opportunity  to  offer  the  views  of  the  U.S.  automobile  industry  on  the  North  American 
Free  Trade  Agreement  (NAFTA).  Given  the  Subcommittee's  request,  I  will  discuss 
in  some  detail  the  NAFTA  automotive  rule  of  origin  and  the  contribution  that  it 
makes  to  this  new  trade  agreement  for  the  North  American  auto  industry. 

AAMA  is  the  trade  association  for  Chrysler  Corporation,  Ford  Motor  Company  and 
General  Motors  Corporation.  Together,  AAMA's  member  companies  produce  81 
percent  of  cars  and  trucks  sold  in  the  U.S.  and  directly  employ  some  566,000 
Americans. 

AAMA  believes  that  NAFTA  offers  an  historic  opportunity  to  create  the  world's 
largest  trading  region  vnth  a  market  of  360  million  consumers  and  to  provide  the 
basis  for  substantially  improving  overall  trade  and  business  relationships  for  the  U.S., 
Canada  and  Mexico.  It  will  stimulate  greater  economic  growth,  eliminate  trade  and 
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investment  restrictions,  create  more  North  American  jobs  and  enhance  the  global 

competitiveness  of  American  companies.  For  the  auto  industiy  specifically,  NAFTA 
will  result  in  increased  consumer  and  en:^>loyment  benefits,  eiq)anded  export 
opportunities  into  a  rapidly  e;q>anding  Mexican  market  for  U.S.  vehicle  and  parts 
manufacturers  and  a  more  rationally  integrated  and  globally  competitive  North 
American  automotive  industiy. 

The  U.S.  auto  industiy  has  a  long  and  veiy  positive  experience  with  previous 
continental  fi'ee  trade  agreements  which  led  domestic  auto  producers  to  support 
Congressional  passage  in  1991  of  "fast  track"  authority  to  negotiate  with  Canada  and 
Mexico  on  the  terms  of  a  broader  North  American  Free  Trade  Agreement  In  1965, 
the  U.S.  and  Canada  signed  the  Automotive  Products  Trade  Agreement,  known 
informally  as  the  "Auto  Pact".  Over  the  next  ten  years,  this  agreement  created  the 
conditions  for  fi'ee  and  open  trade  in  automobile  and  parts  between  the  two 
countries.  As  a  result,  the  two  nations  automotive  industries'  have  been  completely 
integrated.  Bilateral  automotive  trade  in  auto  products  now  surpasses  $50  billion 
each  year,  representing  30  percent  of  all  trade  between  the  two  nations. 

Building  on  that  agreement,  the  U.S.  and  Canada  entered  into  a  Free  Trade 
Agreement  (CFTA)  in  1988,  which  is  completing  the  process  of  creating  an  open 
economic  and  trading  region  between  the  two  nations. 
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AAMA's  member  companies'  experience  in  Mexico  has  been  considerably  more 

complex  and  difficult.  Five  auto  producers  now  operate  in  Mexico:  Chrysler,  Ford, 

General  Motors,  Nissan  and  Volkswagen.  All  auto  companies'  operations  in  Mexico 

have  been  shaped  over  the  course  of  decades  by  a  series  of  Auto  Decrees  established 

by  the  Mexican  Government  While  each  version  has  varied  in  the  degree  of 

regulatory  intensity  over  the  years,  Mexico's  current  Auto  Decree  still  places  three 

major  constraints  on  auto  manufacturers'  operations  in  that  country. 

First,  in  order  to  sell  in  Mexico,  auto  manufacturers  are  required  to  assemble  vehicles 
in  Mexico.  Second,  all  auto  producers  are  subject  to  a  complicated  'trade  balancing' 
system,  which  requires  each  company  to  export  substantially  more  than  it  imports 
from  Mexico.  Third,  automakers  must  purchase  a  high  percentage  of  components 
from  Mexican-owned  suppliers  which,  in  some  instances,  because  of  their  isolated  and 
protected  status,  do  not  meet  globally  competitive  sourcing  standards. 

Because  of  these  restrictions,  and  the  need  to  produce  a  series  of  models  for  a 
relatively  small  local  market,  assembly  plants  in  Mexico  have  traditionally  tended  to 
operate  at  less  than  maximum  scale  of  efficiency  -  small  volumes  of  many  different 
models.  For  example,  one  of  AAMA's  member  companies'  plants  in  Mexico  City 
produces  some  10  different  light  truck  models  with  a  total  volume  of  60,000  units.  By 
comparison,  in  the  typical  light  truck  plant  in  the  U.S.  or  Canada,  over  200,000  units 
are  assembled  each  year. 
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As  the  negotiations  for  a  potential  North  American  Free  Trade  Agreement  began, 
Chrysler,  Ford  and  General  Motors  advised  U.S.  negotiators  of  three  major  objectives 
that  were  critical  to  the  U.S.  auto  industry  in  ai^  NAFTA  agreement 

First,  NAFTA  must  provide  the  opportunity  for  increased  access  to  a  growing 
Mexican  market  Second,  it  must  encourage  North  American  vehicle  production  and 
ensure  that  Mexico  does  not  become  an  ei^rt  platform  for  non-NAFTA 
manufacturers  to  produce  automobiles  and  trucks  with  low  North  American  content 
for  the  U.S.  market  Finally,  it  was  very  important  that  NAFTA  allow  a 
competitively  balanced  and  orderly  transition  for  the  integration  of  the  Mexican  auto 
industry  into  the  broader  North  American  auto  industry. 

The  American  Automobile  Manufacturers  Association  believes  strongly  that  the 
NAFTA  signed  by  the  three  governments  satisfied  each  of  the  three  major  objectives 
established  by  U.S.  auto  producers  for  this  negotiation.  I  would  like  to  briefly  review 
the  automotive  provisions  of  the  NAFTA  and  the  results  contained  in  the  agreement 

1.         Increased  access  to  the  Mexican  market  for  U.S..  and  Canadian-prodnced 
antomobUes  and  tracks. 

NAFTA  will  open  a  major  new  export  market  in  both  the  short  and  long  term  for 
U.S.  auto  and  part  manufacturers.  Because  of  high  external  tarifEs  and  restrictions 
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imposed  in  Mexico's  various  Auto  Decrees,  the  domestic  auto  market  in  Mexico,  a 

country  with  a  population  of  nearly  90  million,  has  been  effectively  closed  to  U.S. 

auto  and  truck  exports.  NAFTA  will  immediately  lower  auto  and  truck  tarifiis  and 

remove  all  restrictive  barriers  and  permit  U.S.  producers,  for  the  first  time,  to 

rationalize  production  and  sell  a  full  range  of  cars  and  trucks  to  complement  the 

more  limited  nimiber  of  models  the  companies  produce  there  for  the  local  market. 

This  means  new  orders  for  U.S.  auto  plants,  more  secure  jobs  for  U.S.  workers  and 

the  opening  of  a  major  new  export  market  for  U.S.  automotive  products.  To  keep 

this  potential  in  perspective,  I  would  point  to  a  recent  report  issued  by  the 

Conference  Board  of  Canada  which  predicts  that  Mexico  will  replace  Canada  within 

30  years  as  the  U.S.  largest  trading  partner. 

2.         NAFTA  will  encourage  North  American  production  and  prevent  Mexico  firom 
becoming  an  export  platform  for  non^NAFTA  auto  companies 

From  the  start  of  the  negotiations,  AAMA  believed  that  establishing  a  stricter 
automotive  rule  of  origin  was  a  major  requirement  of  any  NAFTA  agreement  to 
prevent  non-North  American  countries  from  taking  advantage  of  trade  liberalization 
simply  to  use  Mexico  as  an  export  platform  to  sell  into  the  U.S.  market  This 
position  was  based  on  our  industry's  experience  with  the  automotive  rule  of  origin 
under  the  U.S.-Canada  FTA,  which  established  a  50%  U.S.-Canadian  value  threshold 
for  eligibUity  for  duty  fi-ee  treatment  in  autos  between  the  two  nations.  The  U.S.- 
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Canada  FTA  rule  of  origin  itself  was  a  tougher  standard  than  that  in  the  196S 

AutoPact,  because  it  advanced  and  tightened  the  traditional  customs'  practices  of  the 

time  by  excluding  broad,  non-production  costs  such  as  advertising,  profits,  sales 

incentives  and  other  incidental  charges  which  artificially  inflated  the  true 

manufacturing  costs  reported. 

In  preparing  for  the  NAFTA,  AAMA  member  companies  and  U.S.  officials  both 
recognized  the  need  for  a  higher  overall  automotive  content  threshold  as  well  as  even 
stricter  rules  for  defining  the  actual  costs  allowed  to  be  counted  as  North  American 
value-added.  While  each  of  AAMA's  member  companies  strongly  supported  a  higher 
percentage  standard  of  preference,  AAMA  believes  that  U.S.  negotiators  generally 
succeeded  in  meeting  these  concerns  by  pressing  the  reluctant  Canadian  and  Mexican 
Governments  to  accept  a  rule  of  origin  which  will  establish  a  62J%  North  American 
content  standard  after  an  eight  year  phase-in  period.  And,  the  new  automotive  rule 
of  origin  will  be  strictly  measured  in  terms  of  a  list  of  key  automotive  components 
which  must  be  traced  through  the  manufacturing  process.  It  will  also  eliminate  the 
roll-up  method  currently  used  in  the  U.S.-Canada  FTA,  in  which  any  component  with 
SO  percent  U.S.-Canadian  content  is  counted  as  100  percent  U.S.-Canadian  content 

3.         Maintein  a  fair  and  balanced  competitive  environment  while  integrating 
Mexico's  aoto  industry  into  the  North  American  maritet 
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As  noted  earlier,  U.S.  automakers  operatiog  in  Mexico  have  historically  been 

restricted  and  remain  bound  by  a  series  of  investment  rules  and  performance 

requirements.  As  a  result,  it  was  critical  that  the  NAFTA  provide  an  evolving 

competitive  environment  under  liberalizing  trade  rules  which  did  not  disadvantage 

the  position  of  existing  investors  in  Mexico  relative  to  new  entrants  to  the  market 

AAMA  believes  NAFTA  achieved  this  difScult  balancing  requirement  by  estabUshing 
a  10  year  transition  for  the  gradual  phase-out  of  the  various  requirements  of  Mexico's 
Auto  Decree.  Ehiring  the  transition,  as  companies  with  existing  plants  in  Mexico  are 
gradually  relieved  of  all  of  the  operating  restrictions  which  have  increased  their  costs 
and  hindered  efficiency,  any  new  entrants  to  the  Mexican  markets  will  be  required  to 
meet  the  same  rules  and  performance  requirements  still  in  effect. 

Some  members  of  Congress  suggested  that  the  U.S.  negotiate  an  immediate  or  very 
rapid  elimination  of  all  Mexican  investment,  trade  and  other  performance 
requirements  which  were  applied  under  the  Auto  Decree.  This  is  a  natural  reaction 
to  such  restriction  on  U.S.  companies  and  clearly  the  correct  ultimate  goal.  However, 
while  strongly  supporting  the  elimination  of  these  restrictions,  the  U.S.  auto  industry 
advised  its  negotiators  that  such  a  sweeping  dismantlement  of  Mexico's  Auto  DeCTees 
would  not  advance  the  economic  interests  of  the  U.S.  nor  necessarily  result  in 
substantive  benefits  to  domestic  auto  and  truck  producers  and  their  employers. 
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As  long-time  producers  in  Mexico,  AAMA's  member  companies  urge  U.S.  officials  to 
recognize  the  high  cost  paid  by  U.S.  automakers  for  the  privilege  of  participating  in 
that  market  Con^>liance  with  the  numy  Mexican  performance  requirements  over  the 
years  has  created  an  extensive  and  not  necessarily  efficient  history  of  production, 
investment  and  sourcing  patterns,  which  will  take  some  time  to  rationalize  and  adapt 
to  new  operating  conditions.  Therefore,  U.S.  producers  recommended  that  new 
entrants  to  the  Mexican  market,  over  the  course  of  a  transition  period,  face 
comparable  costs  of  entry  until  such  time  as  all  such  restrictions  were  finally 
eliminated  for  all  participants  in  the  market 

The  transitional  phase-out  of  the  various  restrictions  in  Mexico's  Auto  Decree  fulfills 
this  difficult  balancing  objective  by  establishing  an  immediate  and  irreversible 
dismantlement  of  Mexico's  restrictive  automotive  investment  and  trade  regime,  while 
ensuring  that  new  entrants  to  the  market  are  not  able  to  competitively  disadvantage 
those  companies  with  long-standing  production  by  leapfrogging  over  the  previous 
formidable  costs  of  entrance  to  the  market 

I  want  to  emphasize  to  the  Subcommittee  that,  throughout  the  course  of  the  NAFTA 
negotiations,  AAMA  along  with  representatives  for  Chrysler,  Ford  and  General 
Motors  maintained  close  and  continuous  communications  with  the  U.S.  negotiating 
team.  I  would  like  to  particularly  commend  the  U.S.  officials  with  direct 
responsibility  for  negotiating  the  automotive  chapter  of  the  NAFTA  and  the  rule  of 
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origiii,  Anne  Hughes,  Deputy  Assistant  Secretary  of  Commerce  and  John  Simpson, 

Deputy  Assistant  Secretary  of  the  Treasury  Department  These  negotiators  showed 

diligence  and  conscientiousness  over  the  many  months  of  the  negotiations,  constantly 

seeking  the  industry's  advice  both  in  developing  the  U.S.  Govenunent's  proposal  for 

the  automotive  provisions  of  the  NAFTA  and  in  reviewing  the  negotiating  proposals 

offered  by  the  Canadian  and  Mexican  Governments. 

The  degree  of  cooperation  and  consultation  between  the  domestic  auto  industry  and 
govenmient  negotiators  during  this  negotiation,  in  our  view,  established  an  excellent 
standard  by  which  to  judge  such  industry/government  cooperation  in  future 
international  economic  and  trade  negotiations. 

Specific  Comments  on  the  NAFTA  Automotive  Rule  of  Origin 

The  NAFTA  Automotive  Rule  of  Origin  is  far  more  detailed  and  extensive  than 
previous  methodology  used  to  determine  duty  preference  under  the  CFTA  and  the 
AutoPact  The  tracing  requirements  spelled  out  for  automotive  goods  under  the 
NAFTA  rule  of  origin  will  ensure  that  only  those  products  with  true  North  American 
content  are  granted  NAFTA  benefits.  These  requirements,  along  with  the  62.5% 
regional  content  requirement,  will  encourage  companies  to  make  significant 
manufacturing  and  employment  commitments  in  North  America,  as  well  as  keep 
Mexico  from  being  used  as  an  export  platform  to  the  U.S.  by  companies  which  have 
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not  already  made  a  long-term  commitment  to  the  market 

Because  the  new  rule  of  origin  is  so  detailed,  there  are  mai^  technical  issues  to  be 
addressed  as  AAMA's  member  companies  work  to  ensure  that  they  will  be  able  to 
implement  the  rule  of  origin  regulations  as  they  become  effective.  The  administrative 
difficulties  involved  are  numerous.  However,  the  U.S.  Customs  Service,  the  agency 
responsible  for  drafting  the  NAFTA  rule  of  origin  regulations  and  for  enforcing  those 
regulations  once  the  NAFTA  is  in  place,  has  been  extremely  open  and  cooperative 
with  our  industry  as  we  prepare  for  the  anticipated  enactment  of  the  NAFTA.  In 
particular,  AAMA  would  like  to  commend  Sam  Banks,  Assistant  Commissioner, 
Commercial  Operations,  Maria  Reba,  Director,  Trade  Agreements  Staff^  Office  of 
International  Affairs,  and  William  Inch,  Director  of  the  Office  of  Regulatory  Audit, 
U.S.  Customs  Service,  for  working  closely  with  industry  to  implement  the  NAFTA 
automotive  rule  of  origin  requirements  as  quickly  and  efficiently  as  possible. 

Despite  the  attentive  cooperation  of  the  Customs  Service,  some  issues  remain  to  be 
worked  out  with  regard  to  implementation  of  the  NAFTA  rule  of  origin. 

1.  Transition  Procedures.  First  of  all,  we  need  a  transition  period  in  which  goods 
imported  from  Canada  could  still  be  afforded  the  benefits  of  the  U.S.-Canada  FTA  if 
they  comply  with  CFTA  requirements,  while  making  the  transition  to  NAFTA 
requirements  and  benefits. 
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2.  Acceptability  of  Current  Accounting  Metiiods.  To  maximize  efficiency,  AAMA 
urges  the  Administration  to  formulate  the  regulations  to  allow  companies  to  rely  on 
their  current  accounting  systems  when  certifying  their  goods  for  NAFTA  origin.  The 
regulations  should  allow  standard  costs  to  be  used,  as  is  current  practice,  to 
determine  the  cost  of  a  product  Additional  information  would  be  made  available  in 
order  to  identify  the  value  of  non-qualifying  material  where  the  rules  of  origin 
require  a  regional  value  content     This  is  consistent  with  existing  law.  Also, 
recordkeeping  requirements  should  not  go  beyond  that  which  is  reasonably  required 
to  administer  this  agreement 

3.  Exporter's  Certificate  of  Origin.  Under  the  CFTA,  it  is  required  that  an 
Exporter's  Certificate  of  Origin  (ECO)  is  required  to  be  on  file  with  the  importer 
before  the  importer  can  claim  the  benefits  of  reduced  duties.  AAMA  anticipates  the 
same  requirement  under  the  NAFTA.  This  is  a  severe  administrative  burden  since 
the  ECO  must  be  obtained  and  maintained  at  a  high  cost,  yet  in  our  experience, 
Customs  almost  never  asks  to  review  this  document  AAMA  suggests  that  rather 
than  extend  the  ECO  requirement  to  NAFTA,  the  exporter  be  allowed  to  make  a 
simple  declaration  of  origin  at  time  of  entry.  If  Customs  has  a  question  about  the 
shipment  or  declaration,  an  ECO  could  then  be  prepared  by  the  exporter  and 
forwarded  to  Customs.  This  would  eliminate  needless  recordkeeping  and  streamline 
Customs  procedures  in  line  with  the  goals  of  the  Customs  Modernization  Act 
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4.  Intracompany  Pricing.  We  continue  to  discuss  with  Customs  how  intracompany 

pricing  for  material  should  be  determined.  NAFTA  Article  402(9)  would  allow 
current  intracompany  pricing  practices  as  long  as  such  prices  reflect  arms-length 
transactions.  We  agree  with  the  wording  of  the  agreement  However,  some 
questions  have  come  up  regarding  how  this  will  be  treated  in  the  implementing 
regulations. 

5.  Acceptability  of  Origin  Certification  from  Suppliers.  For  purposes  of  NAFTA 
rule-of-origin  requirements,  exporters  should  be  able  to  reasonably  rely  on  origin 
information  provided  to  them  by  their  suppliers.  If  manufacturers  are  not  allowed  to 
rely  on  origin  information  from  their  suppliers,  manufacturers  would  be  encumbered 
with  an  unreasonable  administrative  requirement  to  maintain  records  of  their 
suppliers  with  respect  to  certifying  goods  as  NAFTA  eligible.  To  allow  manufacturers 
to  rely  on  supplier  information  would  be  consistent  with  the  requirements  of  the 
American  Automobile  Labeling  Act,  passed  by  Congress  last  year,  which  requires 
automobile  manufacturers  to  determine  the  U.S./Canadian  content  of  all  vehicles 
sold  in  the  U.S.  The  Labeling  Act  also  requires  our  companies  to  maintain  origin 
information  of  components. 

6.  Other  Technical  Issues.  Other  technical  issues  include  cost  allocations  and 
country  of  origin  marking.  However,  we  hope  to  satisfactorily  resolve  all  these  issues 
in  our  continuing  dialogue  with  Customs  officials. 
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Coaciusion 

In  conclusion,  AAMA  supports  the  automotive  provisions  of  the  North  American 
Free  Trade  Agreement  We  believe  that  NAFTA  wiU  encourage  economic  growth 
and  competitiveness  in  the  U.S.  and  throughout  the  North  American  region.  It  will 
strengthen  the  historic  shift  in  Mexico's  political  and  economic  policies.  By  lowering 
taiifb  to  U.S.  product,  and  ending  barriers  to  trade  and  investment  with  Mexioo,  it 
will  open  a  major  new  market  to  U.S.  products,  and  eliminate  a  generation  of 
inefficient  and  costly  restrictions  on  U.S.  companies  operating  in  Mexico. 

AAMA  strongly  urges  the  Congress  to  support  passage  of  the  North  American  Free 
Trade  Agreement  and  its  implementing  legislation  when  it  is  submitted  by  the 
President  later  this  year. 
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Mr.  Spratt.  Thank  you  very  much.  Mr.  Gridley. 

STATEMENT  OF  DAVTO  GRIDLEY,  DIRECTOR  OF  SALES,  THE 
TORRINGTON  CO.,  ACCOMPANIED  BY  TERENCE  STEWART, 
STEWART  &  STEWART,  WASfflNGTON,  DC 

Mr.  Gridley.  I'm  David  Gridley,  the  director  of  sales  of  the 
Torrington  Co.,  in  Torrington,  Ct.  The  Torrington  Co.,  which  is  part 
of  Ingersoll-Rand,  is  the  largest  domestically  owned,  broad-line  pro- 
ducer of  antifriction  bearings  in  the  United  States. 

The  bearings  industry  is  an  important  and  indeed  critical  na- 
tional industrial  sector  and  one  that  is  in  trouble,  a  fact  that  has 
been  repeatedly  recognized  by  the  Department  of  Commerce  and 
Defense.  In  fact,  just  this  past  February  the  Commerce  Department 
issued  its  latest  report  in  which  it  again  recog^nizes  that  foreim 
producers  have  placed  the  domestic  industry  in  a  perilous  condi- 
tion. I  ask  Mr.  Chairman  that  you  include  a  copy  of  this  Commerce 
Department  report  in  the  record  from  February  of  this  year. 

Torrington  is  a  high-quality,  efficient  bearings  producer.  Yet,  it 
has  to  compete  regularly  with  unfair  traded,  dumped,  and  sub- 
sidized imports.  It  is  in  this  background  that  Torrington  assesses 
the  effect  of  NAFTA. 

To  the  extent  that  NAFTA  establishes  reasonable  and  workable 
rules  of  origin  and  attempts  to  avert  problems  such  as  trans- 
shipment, Torrington  believes  that  NAFTA  can  have  a  positive  im- 
pact. However,  to  the  extent  that  NAFTA  provisions  are  not  ade- 
quately enforced,  NAFTA  will  not  achieve  its  ambitious  aim  of  lib- 
eralizing North  American  trade. 

Concerning  the  impact  of  NAFTA  on  the  bearings  auto  and  auto 
parts  industries:  Trade  in  the  automotive  goods  accounts  for  a  sig- 
nificant portion  of  the  total  trilateral  trade  among  NAFTA  parties. 
The  bearings  industry  is  an  important  supplier  of  components  to 
the  auto  industry.  Indeed,  approximately  two-thirds  of  the  U.S.- 
produced  bearings  are  used  in  transport-related  equipment  such  as 
automobiles.  Hence,  the  NAFTA  provisions  on  bearings  and  auto- 
motive goods  are  of  great  interest  to  the  Torrington  Co. 

While  chapter  3  of  NAFTA  provides  for  national  treatment  and 
most-favored  nation  principles,  these  provisions  are  subject  to  spe- 
cial rules  in  the  automotive  goods  sector. 

In  particular,  Mexico  is  allowed  to  mainteiin  in  force,  at  least 
until  January  1,  2004,  the  domestic  content  requirements  men- 
tioned previously  of  its  1989  auto  decree.  Thus,  access  to  the  Mexi- 
can market  will  remain  partially  restricted  for  at  least  10  years 
and  may  lead  to  the  United  States  auto  parts  suppliers  relocating 
parts  of  their  facilities  to  Mexico  to  satisfy  the  Mexican  domestic 
content  requirement  for  autos. 

Torrington  would  support  an  effort  by  the  administration  to  urge 
Mexico  to  voluntarily  reduce  its  domestic  content  requirements  at 
a  rate  faster  than  currently  required  by  NAFTA. 

Concerning  NAFTA  rules  of  origin,  first  of  all,  preferential  rules 
of  origin:  Torrington  is  appreciative  of  the  efforts  made  by  the  U.S. 
negotiators  to  protect  the  U.S.  bearing  companies'  interest  in  the 
formulation  of  NAFTA  rules  of  origin  which  will  apply  to  bearings 
and  conversions  of  bearings. 
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With  respect  to  the  automotive  sector,  article  403  provides  spe- 
cific rules  of  ori^n  for  automotive  goods.  The  regional  value  con- 
tent for  automotive  goods  which  must  eventually  reach  62.5  per- 
cent must  be  calculated  under  the  so-called  net  cost  method  which 
should  benefit  U.S.  auto  parts  suppliers. 

A  significant  element  included  in  tJie  NAFTA  method  for  cal- 
culating regional  value  content  is  the  requirement  that 
nonoriginating  materials  be  traced  along  the  chain  of  production. 
Tracing  should  eliminate  the  so-called  roUup  problem  e3q)erienced 
under  the  United  States-Canada  FTA.  While  Torrington  is  pleased 
that  bearing  will  be  subject  to  the  tracing  requirements  in  cal- 
culating regional  value  content  for  automotive  goods,  it  is  some- 
what disappointed  that  needle  rollers  often  put  directly  into  auto- 
mobiles were  not  included  in  the  tracing  provision. 

Concerning  the  rules  of  origin  for  marking  purposes:  It  is 
Torrington's  understanding  that  Customs  is  presently  preparing 
draft  regulations  that  would  govern  country  of  origin  marking 
under  NAFTA.  Such  rules  may  eventually  also  apply  for  other 
nonpreferential  purposes. 

Torrington  has  two  potential  problems  with  these  marking  regu- 
lations. First  is  that  reduced  marking  requirements  contained  in 
the  agreement  could  result  in  transshipment  or  mismarking  prob- 
lems for  products  such  as  bearings  coming  in  from  some  other 
country  via  Mexico. 

Second,  to  the  extent  that  marking  regulations  are  used  for  other 
purposes  such  as  quotas  or  antidumping  orders,  Torrington  is  con- 
cerned that  the  underlying  needs  of  the  other  laws  be  taken  into 
account  in  formulating  the  regulations.  Origin  distinctions  are  cur- 
rently possible  to  satisfy  different  statutory  needs. 

As  stated  earlier,  the  bearings  industry  is  an  import-sensitive  in- 
dustry and  has  been  adversely  impacted  by  import  of  dumped  and 
unfairly  subsidized  bearings  from  manv  countries.  Efforts  to  evade 
or  circumvent  antidumping  duty  orders  by  transshipment,  cir- 
cumvention, and  mismarking  are  not  uncommon.  Under  such  cir- 
cumstances, anv  relaxation  of  the  marking  requirements  will  make 
evasion  of  antidumping  and  countervailing  duties  easier  and  dimin- 
ish the  remedial  effect  of  the  duty  orders.  The  administration  needs 
to  be  and  hopefully  will  be  sensitive  to  these  concerns. 

Concerning  the  enforcement  of  NAFTA  rules  of  origin:  With  re- 
spect to  the  enforcement  of  NAFTA  preferential  rules  of  origin, 
Torrington  supports  the  establishment  of  transparent  and  effective 
guidelines  and  procedures  for  implementation  and  enforcement. 
However,  Torrington  has  several  concerns  that  it  hopes  will  be  ad- 
dressed in  the  implementing  legislation  or  through  understanding 
with  the  NAFTA  partners. 

First,  because  antidumping  duty  orders  provide  an  incentive  for 
importers  and  foreign  producers  to  avoid  the  reach  of  orders  by  re- 
questing classification  decisions  that  may  not  be  in  harmony  with 
the  intended  scope  of  the  orders,  Torring^n  urges  that  the  United 
States  implementing  legislation  provide  a  mechanism  whereby  do- 
mestic producers  and  other  interested  parties  who  are  entitled  to 
this  relief  under  the  trade  laws  receive  notice  of  request  for  ad- 
vance rulings  and  be  provided  the  opportunity  to  submit  comments 
prior  to  those  rulings. 
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Second,  NAFTA  preferential  rules  of  origin  will  be  effective  only 
to  the  extent  that  adequate  resources  are  devoted  to  their  enforce- 
ment. Customs  must  request  and  Congress  must  authorize  ade- 
quate funding  to  provide  the  personnel  and  administrative  support 
necessary  to  adequately  monitor  and  enforce  the  NAFTA  pref- 
erential rules. 

Third,  in  the  automotive  sector  regulations,  implementing  the 
tracing  requirement  in  calculating  regional  value  content  will  be 
critical  to  tne  success  of  NAFTA  for  the  auto  parts  companies.  With 
respect  to  violations  and  additions  to  the  civil  and  criminal  pen- 
alties called  for  by  NAFTA,  Torrington  urges  that  the  Government 
exchange  and  publish  summary  information  on  penalty  cases  initi- 
ated and  their  results. 

Lastly,  the  NAFTA  side  agreements:  The  United  States,  Canada, 
and  Mexico  are  presently  engaged  in  the  negotiation  of  so-called 
NAFTA  side  accords  on  labor  standards,  environmental  standards, 
and  import  surges.  Torrington  supports  the  enactment  of  reason- 
able NAFTA  side  agreements.  Yet,  any  side  agreements  will  be  ef- 
fective only  to  the  extent  that  the  mechanisms  for  their  enforce- 
ment are  clearly  provided,  at  a  minimum  the  ability  of  the  party 
government  to  retaliate  in  response  to  a  violation  of  tne  accord. 

On  balance,  the  Torrington  Co.  supports  NAFTA. 

[The  prepared  statement  of  Mr.  Gridley  follows:] 
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BEFORE  THE 

SUBCOMMITTEE  ON  COMMERCE,  CONSUMER,  AND  MONETARY  AFFAIRS 

COMMITTEE  ON  GOVERNMENT  OPERATIONS 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 


Hearing  on  the 

Impact  of  the  North  American  Free  Trade  Agreement  (NAFTA) 

on  Certain  Industries 


STATEMENT  OF  DAVID  D.  GRIDLEY 

Director  of  Sales,  The  Torrlngton  Company 

On  Behalf  of 
THE  TORRINGTON  COMPANY 


May  4.  1993 


A.   Introduction 

I  am  David  Gridley,  Director  of  Sales  of  The  Torrlngton  Company, 
Torrlngton.  Connecticut.  The  Torrlngton  Company,  part  of  worldwide 
Inger soil -Rand,  Is  the  largest  domestically-owned,  broad-llne  producer  of 
antifriction  bearings  and  parts  thereof  In  the  United  States.  Torrlngton 
Is  also  a  bearings  producer  of  International  stature,  maintaining  a 
global  presence  In  North  America,  Europe.  Australia,  and  the  Far  East. 

The  bearings  Industry  Is  an  Important,  Indeed  a  critical, 
national  Industrial  sector,  and  one  that  Is  In  trouble,  a  fact  which  has 
been  repeatedly  recognized  by  the  Departments  of  Commerce  and  Defense. 
Sftfe.  e.g..  A  Competitive  Assessment  of  the  U.S.  Ball  and  Roller  Bearings 
Industry.  International  Trade  Administration.  Department  of  Conmerce 
(February  1985);  Joint  Logistics  Commanders  Bearing  Study.  Department  of 
Defense  (June  18,  1986).  In  the  words  of  Commerce: 
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Issues  concerning  national  defense  and  the  maintenance 
of  bearings  industry  capacity  are  of  significant 
Importance  to  the  United  States  government.  Bearings 
products  are  Important  components  of  both  direct 
defense  and  essential  civilian  machinery  and  equipment. 

Competitive  Assessment,  supra,  at  xii.   In  fact,  just  this  past  February, 

the  Commerce  Department  issued  its  latest  report  in  which  it  again 

recognizes  that  foreign  producers  have  placed  the  domestic  industry  in  a 

perilous  condition.  S££  National  Securltv  Assessment  of  the  Antifriction 

Bearings  Industrv  -  A  Report  to  the  Department  of  Defense.  Office  of 

Industrial  Resource  Administration,  Bureau  of  Export  Administration, 

Department  of  Commerce  (February  1993).   Because  of  this  sensitivity, 

Torrington  is  pleased  that  the  Department  of  Defense's  policy  of  buying 

only  U.S.  and  Canadian-made  bearings  will  be  preserved  under  the  national 

security  exemption  provision  of  NAFTA' s  government  procurement  chapter. 

See  NAFTA,  Article  1018(1). 

Torrington  is  a  high  quality,  efficient  bearings  producer,  yet 

has  had  to  compete  regularly  with  unfairly  traded  —  dumped  and 

subsidized  imports.   As  a  result,  Torrington  has  expended  considerable 

efforts  and  expense  In  the  past  decade  in  fighting  unfair  trade 

practices,  particularly  the  practices  of  dumping  and  unfairly  subsidized 

Imports  by  foreign  bearings  producers.   It  Is  with  this  background  In 

mind  that  Torrington  assesses  the  effect  of  NAFTA.   To  the  extent  NAFTA 

establishes  reasonable  and  workable  rules  of  origin,  and  attempts  to 

avert  such  potential  problems  as  transshipment,  Torrington  believes  NAFTA 

can  have  a  positive  Impact.  However,  to  the  extent  the  NAFTA  provisions 

are  not  adequately  enforced.  NAFTA  will  not  achieve  its  ambitious  aim  of 

liberalizing  North  American  trade. 
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Torrlngton  appreciates  the  opportunity  to  provide  testimony 
before  the  subcommittee  concerning  the  Impact  of  the  NAFTA  on  the 
bearings,  auto  and  auto  parts  Industries. 

B.   The  Impact  of  NAFTA  on  the  Bearings.  Auto  and  Auto  Parts 
Industries 

As  noted  by  the  International  Trade  Commission  (ITC),  "[tirade 
In  automotive  goods  accounts  for  a  significant  portion  of  the  total 
trilateral  trade  among  the  NAFTA  parties."  Potential  Impact  on  the  U.S. 

Economy amj Selected Industries of th& North American Free-Trade 

Agreement.  Inv.  332-337,  USITC  Pub.  2596  (January  1993)  at  4-2.  The 
bearings  Industry  Is  an  Important  supplier  of  components  to  the  auto 
Industry.  The  auto  Industry  uses  approximately  40  to  50  bearings  In  each 
automobile  produced.  See  Antifriction  Bearings  (Other  Than  Tapered 
Roller  Bearings)  and  Parts  Thereof  From  the  Federal  Republic  of  Germany. 

France. Italy. Japan. Romania. Singapore. Sweden. Thailand. anjj the 

United  Kingdom.  Invs.  303-TA-19  and  20.  731-TA-391-399  (Final),  USITC 
Pub.  2185  (May  1989)  at  A-4.  fn.3.  Indeed,  the  ITC  has  noted  that 
"[ajpproxlmately  two-thirds  of  U.S. -produced  bearings  are  used  In 
transportation-related  equipment,  largely  automobiles."  Potential 
Impact.  USITC  Pub.  2596  at  7-2.  Moreover,  as  "virtually  every  industry 
that  manufactures  machines  uses  one  or  more  types  of  bearings,  the 
mining,  construction,  manufacturing,  and  defense-related  Industries  are 
other  Industries  which  use  bearings  extensively.  Antifriction  Bearings. 
USITC  Pub.  2185  at  A-4. 

Hhile,  In  consequence  of  the  U.S. -Canada  Free  Trade  Agreement  of 
1989  and  the  U.S. -Canada  Auto  Pact  of  1966.  trade  in  automotive  goods 
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between  the  United  States  and  Canada  is  already  largely  duty-free,  NAFTA 
will  have  a  liberalizing  Impact  on  U.S.  and  Canadian  trade  in  automotive 
goods  with  Mexico.  Significant  provisions  of  NAFTA  affecting  the  auto 
and  auto  parts  industries  include  Chapter  3  (National  Treatment  and 
Market  Access  for  Goods),  Annex  311  (Country  of  Origin  Marking).  Annex 
300-A  (Trade  and  Investment  in  the  Automotive  Sector),  Chapter  4  (Rule  of 
Origin),  and  Chapter  5  (Customs  Procedures). 

Chapter  3  of  NAFTA  generally  improves  market  access  to  the 
parties'  (especially  Mexico's)  markets  by  establishing  that  the  parties 
each  will  accord  national  treatment  and  most-favored-nation  principles  to 
the  goods  of  the  other  parties.  NAFTA,  Article  301.  This  provision, 
however,  is  subject  to  special  rules  governing  trade  in  automotive  goods 
which  maintain  certain  national  market  restrictions  or  limit  trade 
liberalization.  NAFTA.  Annex  300-A. 

In  particular.  Annex  300-A. 2  allows  Mexico  to  maintain  in  force 
at  least  until  January  1,  2004,  the  domestic  content  requirements  of  its 
1989  Auto  Decree  (Decree  for  Development  and  Modernization  of  the 
Automotive  Industry),  although  the  percentage  of  domestic  content 
("national  value  added")  required  in  the  manufacture  and  assembly  of 
automobiles  will  be  gradually  reduced  from  34%  (effective  until  January, 
1999)  to  29X  (effective  January.  2003).  While  Annex  300-A(2)  provides 
that  no  later  than  December  31.  2003.  the  parties  will  review  the  status 
of  the  automotive  sector  and  the  effectiveness  of  the  measures  enacted 
for  this  sector.  Annex  300-A  does  not  specify  either  a  further  reduction 
In  the  domestic  content  percentage  requirement  beyond  December  31,  2003. 
or  a  time  by  which  Mexico's  domestic  content  requirements  shall  expire. 
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The  Mexican  domestic  content  requirements  allowed  by  Annex 
30O-A.2  are  caps.  That  Is,  Mexico  may  not  Impose  a  higher  content 
requirement  than  that  specified  but  may  unilaterally  reduce  or  eliminate 
the  domestic  content  percentage.  To  the  extent  that  Mexico  is  allowed  to 
maintain  Its  domestic  content  requirement  for  automotive  goods  without  a 
firm  timetable  for  expiration  or  further  reduction,  access  to  the  Mexican 
market  will  remain  partially  restricted.  One  potential  consequence  of 
continued  Mexican  content  requirements  In  the  automotive  sector  Is  a 
perceived  need  on  the  part  of  U.S.  auto  parts  suppliers.  Including 
bearing  producers,  to  relocate  their  facilities  to  Mexico  In  order  to 
satisfy  the  Mexican  domestic  content  requirement  In  the  production  of 
automobiles.  In  order  to  eliminate  or  diminish  the  effect  of  Mexico's 
domestic  content  requirements,  Torrlngton  would  support  an  effort  by  the 
Administration  to  urge  Mexico  to  voluntarily  reduce  or  eliminate  Its 
domestic  content  requirements  at  a  rate  faster  than  currently  provided 
for  in  Annex  300-A.2. 

Torrlngton  generally  supports  NAFTA,  and  although  market  access 
under  NAFTA  Is  not  as  open  and  unrestricted  as  Torrlngton  would  desire, 
Torrlngton  anticipates  that  the  overall  Impact  of  the  market  access 
provisions  of  NAFTA  will  be  marginally  positive  for  doaestlc  auto  parts 
companies. 

C.   WAFTA  RuUf  of  Origin 

1.   Preferential  rults  of  origin 

Torrlngton  Is  appreciative  of  the  efforts  made  by  the  U.S. 
negotiators  to  protect  U.S.  bearing  company  Interests  in  the  formulation 
of  the  NAFTA  preferential  duty  rules  of  origin  which  will  apply  to 
bearings. 
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Torrlngton  is  generally  supportive  of  the  Chapter  4  rules  for 
determining  the  preferential  treatment  for  bearings.  Under  Article  401, 
bearings  would  be  determined  to  be  of  North  American  origin  and  accorded 
preferential  treatment  if  (a)  the  bearing  was  wholly  obtained  or  produced 
In  the  territory($)  of  the  party(s),  or  (2)  the  non-originating  materials 
used  in  the  production  of  the  bearing  undergo  a  change  In  tariff 
classification  (as  specified  In  Annex  401*)  as  a  result  of  the  process  of 
production,  provided  that  the  regional  value-content  of  the  bearing  is 
either  60%  (calculated  under  the  transaction  value  method)  or  50% 
(calculated  under  the  net  cost  method). 

With  respect  to  the  automotive  sector.  Article  403  provides 
specific  rules  of  origin  for  automotive  goods.  The  regional  value 
content  for  automotive  goods  must  be  calculated  under  the  net  cost 


*   Annex  401  specifies  the  relevant  tariff  classification  changes 
relating  to  bearings  as  follows: 

8482.10-8482.80  A  change  to  subheading  8482.10  through  8482.80  from 
any  subheading  outside  that  group,  except  from 
Canadian  tariff  item  8482.99.11  or  8482.99.91,  U.S. 
tariff  item  8482.99. lOA.  8482.99.30A,  8482. 99. BOA  or 
8482.99.70A  or  Mexican  tariff  Item  8482.99.01  or 
8482.99.03;  or 

A  change  to  subheading  8482.10  through  8482.80  from 
Canadian  tariff  item  8482.99.11  or  8482.99.91,  U.S. 
tariff  item  8482.99.10A,  8482.99.30A,  8482.99.50A  or 
8482.99.70A  or  Mexican  tariff  item  8482.99.01  or 
8482.99.03,  whether  or  not  there  Is  also  a  change  from 
any  subheading  outside  that  group,  provided  there  Is  a 
regional  value  content  of  not  less  than: 

(a)  60  percent  where  the  transaction  value  method  is 
used,  or 

(b)  50  percent  where  the  net  cost  method  Is  used. 

8482.91-8482.99  A  change  to  subheading  8482.91  through  8482.99  from 
any  other  subheading. 
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method,  which  calculates  the  regional  value-content  as  a  percentage  of 
the  net  cost  of  the  good.  "Net  cost"  1s  defined  as  "total  cost  minus 
sales  promotion,  marketing  and  after-sales  service  costs,  royalties, 
shipping  and  packing  costs,  and  non-allowable  Interest  costs  that  are 
Included  In  total  cost."  NAFTA,  Article  415. 

Article  403  sets  a  North  American  regional  value-content 
standard  of  62. 5X  for  passenger  cars,  lights  trucks,  and  related  engines 
and  transmissions,  and  60%  for  medium  and  heavy  trucks,  buses,  and 
special-purpose  motor  vehicles.  These  standards  will  be  phased  In  over 
time.  For  all  vehicles,  a  value-content  of  BOX  will  be  required  until 
January  1,  1998,  when  the  standard  for  cars  and  light  trucks  rises  to 
56X,  and  then  to  62. 5X  on  January  1,  2002;  for  medium  and  heavy  trucks, 
the  standard  Increases  are  55X  and  60X,  respectively. 

A  significant  element  Included  in  the  NAFTA  method  for 
calculating  regional  value-content  Is  the  provision  which  requires  that 
non-originating  materials  be  traced  along  the  chain  of  production.  Under 
Article  403(1),  the  value  of  non-originating  materials  which  are  used  by 
the  producer  In  the  production  of  a  good  are  summed  or  "traced"  along  the 
chain  of  value-added  manufacture  or  assembly  until  the  point  at  which 
NAFTA  preference  Is  claimed.  Torrlngton  Is  pleased  that  Annex  403.1 
Includes  bearings  (8482.10  through  8482.80)  on  the  list  of  goods  which 
will  be  subject  to  the  tracing  requirement  in  calculating  regional 
value-content  for  automotive  goods.  However,  because  needle  rollers  are 
often  put  directly  Into  automobiles,  we  were  disappointed  that  those 
bearing  parts  (8482.91)  were  not  Included  In  the  tracing  provision. 

Under  the  "tracing"  method  of  valuation,  the  value  of  the 
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Incorporated  non-originating  materials  will  be  accounted  for  In  the 
calculation  of  regional  value-content.  Torrlngton  believes  that  this 
provision  Is  a  positive  step  In  eliminating  the  problems  encountered 
under  the  U.S. -Canada  FTA  with  the  so-called  "roll -up"  method  of 
attributing  origin  to  a  good.  Under  the  "roll -up"  method,  a  manufactured 
or  assembled  good  could  be  considered  100%  North  American  In  origin  as 
long  as  its  component  parts  had  undergone  a  change  In  tariff 
classification  or  contained  at  least  51X  regional  value-content 
Individually. 

2.   Rules  of  origin  for  marking  purposes 

Apart  from  the  rules  of  origin  that  determine  preferential ity. 
NAFTA  addresses  the  rules  of  origin  for  marking  purposes.  S££  NAFTA, 
Article  311  and  Annex  311.  Annex  311  provides  that  "[t]he  Parties  shall 
establish  by  January  1,  1994,  rules  for  determining  whether  a  good  Is  a 
good  of  a  Party  for  purposes  of  this  Annex,  Annex  300-B  [Textile  and 
Apparel  Goods]  and  Annex  302.2  [Tariff  Elimination],  and  for  such  other 
purposes  as  the  Parties  may  agree."  It  Is  Torrlngton's  understanding 
that  Customs  is  presently  preparing  draft  regulations  which  will  govern 
country  of  origin  marking  under  NAFTA.  Such  rules  may  eventually  also  be 
applied  for  other  non-preferential  purposes. 

Hith  respect  to  NAFTA  marking  rules,  Annex  311  states  that  each 
party  shall.  In  adopting,  maintaining  and  applying  such  rules,  "minimize 
the  difficulties,  costs  and  Inconveniences  that  the  measure  may  cause  to 
the  commerce  and  Industry  of  the  other  Parties."  NAFTA.  Annex  311(4). 
It  further  allows  "any  reasonable  method  of  marking  of  a  good  of  another 
Party,  Including  the  use  of  stickers,  labels,  tags  or  paint,"  and 
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prescribes  that  "[e]ach  Party  shall,  whenever  administratively 
practicable,  permit  an  Importer  to  mark  a  good  of  a  Party  subsequent  to 
Importation  but  prior  to  release  of  the  good  from  customs  control  or 
custody"  (that  Is  to  say,  an  Importer  may  mark  goods  at  the  border), 
unless  the  Importer  has  repeatedly  violated  the  party's  marking 
requirements.  NAFTA,  Annex  311(5),  311(8).  At  the  least,  these 
provisions  evince  an  apparent  encouragement  of  the  establishment  of 
minimal  marking  requirements  under  NAFTA. 

Torrlngton  supports  the  establishment  of  NAFTA  country  of  origin 
marking  rules  that  are  In  harmony  with  the  principles  on  which  the 
current  U.S.  marking  laws  rest.  The  courts  have  stated  that  Congress' 
Intent  In  enacting  the  U.S.  marking  requirement  (19  U.S.C.  §  1304)  was  to 
Inform  the  ultimate  purchaser  of  the  origin  of  the  product  purchased,  to 
protect  American  consumers  from  shoddy  foreign-produced  goods,  and  to 
benefit  domestic  producers  and  workers.  Sm.  e.g..  United  States  v. 
Friedlaender.  27  CCPA  297,  302  (1940);  United  States  v.  Urv.  106  F.2d  28, 
29  (2d  Cir.  1939).  In  enacting  marking  rules  for  NAFTA  or  more  general 
application,  Torrlngton  urges  that  Customs  adhere  to  the  marking 
principles  already  well-established  In  U.S.  law  and  practice,  at  least 
for  bearings. 

It  Is  the  case  that  marking  rules  which  are  acceptable  for 
purposes  of  marking  a  product  may  be  unacceptable  for  other  purposes. 
For  example,  a  product  may  be  determined  to  be  a  product  of  country  "A" 
for  marking  purposes,  but  be  treated  as  a  product  of  country  "B"  for  duty 
rate  classification  or  other  purposes  such  as  the  scope  of  an  antidumping 
duty  order.   In  one  case,  finished  cups  and  cones  of  tapered  roller 
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bearings  (TRBs)  made  In  Romania  were  Imported  Into  Mexico  for  assembly 
with  other  TRB  components  sourced  from  the  United  States  and  Mexico. 
Customs  decided  that,  for  the  tapered  roller  bearings  which  were 
assembled  In  Mexico,  the  proper  country  of  origin  for  marking  purposes 
was  Mexico,  but  also  determined  that  the  tapered  roller  bearings  were 
products  of  Romania  for  purposes  of  tariff  classification  and  duty 
assessment.  See  Steel  Tapered  Roller  Bearings  Assembled  In  Mexico, 
Customs  HO  Ruling  083455,  September  6,  1989.  Thus,  Customs  has 
recognized  that  the  same  product  may  have  different  countries  of  origin 
for  different  purposes.  Similarly,  the  Court  of  International  Trade  has 
recognized  that  different  considerations  and  purposes  determine  different 
country  of  origin  outcomes.  S££  Yuri  Fashions  Co..  Ltd.  v.  United 
States.  10  CIT  189,  195,  632  F.  Supp.  41,  47,  aff'd.  804  F.2d  1246  (Fed. 
Cir.  1986)  (holding  that  Imported  sweaters  could  be  a  product  of  Korea 
for  textile  restraint  purposes  but  a  product  of  the  Mariana  Islands  for 
duty  and  marking  purposes). 

The  bearings  Industry  Is  an  Import-sensitive  Industry  and  has 
been  adversely  Impacted  by  Imports  of  dumped  and  unfairly-subsidized 
bearings.  There  are  currently  outstanding  antidumping  duty  orders 
covering  Imports  of  certain  antifriction  bearings  from  twelve  countries 
~  Germany,  France,  Japan,  Italy.  Sweden,  the  United  Kingdom,  Thailand, 
Singapore,  Romania,  Hungary,  Yugoslavia,  and  the  People's  Republic  of 
China  —  and  countervailing  duty  orders  covering  Imports  from  Singapore 
and  Thailand.  The  existence  of  these  antidumping  duty  orders  themselves 
provides  an  Incentive  to  exporters  to  attempt  to  evade  or  circumvent 
their  application  by  means  of  practices  such  as  transshipment. 
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circumvention,  or  mis-marking.  Indeed,  Torrington  filed  an  antidumping 
duty  petition  In  1991  covering  Imports  of  ball  bearings  from  14  countries 
(Including  Mexico  and  Canada)  precisely  because  of  perceived  problems 
which  It  had  encountered  with  circumvention  of  the  outstanding  orders. 
Under  such  circumstances,  any  relaxation  of  marking  requirements  will 
make  evasion  of  antidumping  and  countervailing  duties  easier,  and 
diminish  the  remedial  effect  of  the  duty  orders. 

Torrington  remains  sensitive  to  the  use  of  marking  rules  as  the 
basis  for  a  uniform  rule  of  origin.  Torrington  believes  that  marking 
regulations  need  to  be  evaluated  for  their  implications  for  other 
purposes,  and  especially  should  not  hinder  In  any  way  the  ability  of 
Commerce  to  enforce  outstanding  antidumping  and  countervailing  duty 
orders.  The  Administration  needs  to  be,  and  hopefully  will  be,  sensitive 
to  these  concerns.  Torrington  anticipates  that  Treasury/Customs  will 
provide  an  opportunity  for  import-sensitive  Industries  such  as  the 
bearings  Industry  to  submit  meaningful  comments  on  the  substance  of  the 
proposed  marking  regulations  which  Treasury/Customs  is  presently 
preparing. 

D.   EnforcMgnt  of  NAFTA  Rules  of  OrlQln 

Chapter  5  of  the  NAFTA  establishes  certain  customs  and  other 
procedures  which  will  govern  the  administration  and  enforcement  of  NAFTA 
provisions.  Nith  respect  to  the  enforcement  of  the  NAFTA  preferential 
rules  of  origin,  Torrington  supports  the  establishment  of  transparent  and 
effective  guidelines  and  procedures  for  Implementation  and  enforcement. 

Among  the  relevant  provisions  of  Chapter  5  are  the  establishment 
of  a  document  -  a  certificate  of  origin  -  which  will  be  required  to 


-  11  - 


175 


certify  that  a  good  qualifies  as  an  "originating  good."  NAFTA,  Article 
501.  In  addition.  Article  505  requires  the  maintenance  for  five  years  of 
"all  records  relating  to  the  origin  of  a  good  for  which  preferential 
treatment  was  claimed,"  Including  records  relating  to  "the  purchase  of, 
cost  of,  value  of,  and  payment  for"  the  good  and  all  materials  used  In 
producing  the  good.  Article  506  allows  each  country's  customs 
administration  to  conduct  verifications  of  country  of  origin  claims  by 
means  of  written  questionnaires,  visits  to  facilities,  and  other 
procedures  which  may  be  agreed  upon. 

Moreover,  each  party  Is  required  to  establish  procedures  for 
Importers,  exporters,  and  producers  to  request  and  receive  advance 
rulings  from  the  party's  customs  administration  regarding  questions  such 
as  change  In  tariff  classification,  regional  value-content,  and  the 
proper  regional  value-content  calculation  methodology.  NAFTA,  Article 
509.  In  addition,  with  respect  to  requests  for  advance  rulings,  because 
antidumping  duty  orders  provide  an  incentive  to  Importers  or  foreign 
producers  to  avoid  the  reach  of  the  orders  by  requesting  classification 
decisions  that  may  not  be  In  harmony  with  the  Intended  scope  of  the 
orders,  Torrlngton  urges  that  U.S.  Implementing  legislation  provide  a 
mechanism  whereby  domestic  producers  and  other  Interested  parties  who  are 
entitled  to  relief  under  the  trade  laws  receive  notice  of  requests  for 
advance  rulings  and  be  provided  an  opportunity  to  submit  comments  prior 
to  any  ruling.  At  a  minimum,  this  notice  and  comment  requirement  should 
apply  to  domestic  producers  of  those  products  covered  by  outstanding 
antidumping  duty  orders  for  which  an  advance  ruling  request  Is  made. 


-  12  - 


176 


Of  course,  the  NAFTA  preferential  rules  of  origin  will  be 
effective  only  to  the  extent  that  adequate  resources  are  devoted  to  their 
enforcement.  In  this  regard,  Torrington  is  concerned  that  the  Customs 
Service  provide  the  personnel  and  administrative  support  necessary  to 
adequately  monitor  and  enforce  the  NAFTA  preferential ity  rules. 
Presently,  it  is  unclear  how  the  NAFTA  "tracing"  requirement  in 
calculating  regional  value-content  will  operate  In  practice.  As  this  is 
a  critical  element  In  the  proper  application  of  the  preferential  rules  of 
origin,  Torrington  urges  the  enactment  of  transparent  and  efficient 
procedures  to  fully  implement  and  enforce  NAFTA" s  "tracing"  rules. 
Torrington  also  anticipates  that  an  opportunity  for  comment  on  proposed 
regulations  implementing  the  preferential  rules  of  origin  will  be 
provided. 

kfith  respect  to  penalties  for  violations  of  the  Chapter  5 
requirements.  Article  508  states  that  "[e]ach  Party  shall  maintain 
measures  imposing  criminal,  civil  or  administrative  penalties  for 
violations  of  its  laws  and  regulations  relating  to  this  Chapter." 
Torrington  urges  that  the  governments  exchange  summary  Information  on 
penalty  cases  Initiated  and  their  results.  Torrington  supports  the 
enactment  of  penalty  provisions  which  are  sufficiently  stringent  to 
compel  conformance  with  the  preferential ity  rules,  tracing  requirements, 
and  other  administrative  procedures  of  the  NAFTA. 
E.   NAFTA  Side  Aareewents 

The  United  States,  Canada,  and  Mexico  are  presently  engaged  in 
the  negotiation  of  so-called  NAFTA  side  accords  on  labor  standards, 
environmental  standards,  and  import  surges.  Although  these  negotiations 
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are  being  conducted  privately,  Torrlngton  understands  from  the  trade 

press  that  the  United  States  has  tabled  proposals  In  each  area.   See 

Inside  U-St  Trade.  Special  Report.  April  30.  1993  at  S-l-S-7.   The 

present  texts  of  the  U.S.  proposals  on  labor  and  environmental  standards 

which  have  been  printed  In  the  press  propose  the  establishment  of  labor 

and  environmental  commissions  which  would  oversee  the  Implementation  of 

the  accords.  LL  The  U.S.  proposals  are  presently  silent,  however,  on 

several  elements  which  will  be  key  to  any  side  accord,  such  as  dispute 

resolution  mechanisms  and  the  scope  of  each  commission's  Independence. 

Id.  at  S-1 . 

Torrlngton  supports  the  enactment  of  reasonable  NAFTA  side 

agreements.  Of  course,  any  side  agreement  will  be  effective  only  to  the 

extent  that  mechanisms  for  Its  enforcement  are  clearly  provided.  As  a 

U.S.  bearings  producer.  U.S.  environmental  and  labor  standards  of  course 

have  an  impact  on  Torrlngton' s  cost  of  doing  business.  As  a  matter  of 

public  policy,  national  laws  and  International  agreements  should  be 

compiled  with.  To  the  extent,  however,  international  agreements  are  not 

complied  with,  Torrlngton  believes  that  there  should  be  some  mechanism 

provided  for  which  would  allow  parties  to  seek  redress  for  failure  to 

comply  with  the  agreements.   It  is  therefore  critical  that  any  side 

agreement  provide  at  a  minimum  for  the  ability  of  a  party-government  to 

retaliate  In  response  to  a  violation  of  the  accord.  In  this  respect, 

Torrlngton  supports  the  following  statement  of  President  Clinton  at  his 

April  23,  1993  press  conference: 

Cllf  we're  going  to  have  an  environmental  agreement 
and  a  labor  standards  agreement  that  means  something, 
then  there  has  to  be  ultimately  some  consequences  for 
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violating  them.  So  what  we're  trying  to  do  is  to 
agree  on  an  approach  which  would  say  that  if  there  is 
a  pattern  of  violations  ~  if  you  keep  on  violating  It 
past  a  certain  point  —  maybe  not  an  Isolated 
Incident,  but  a  pattern  of  violation  —  there  is  going 
to  be  some  enforcement.  There  must  be  consequences. 

See  Clinton  Defends  NAFTA.  Signals  Need  to  Heigh  Enforcement.  Sovereignty 

Issues.  Inside  U.S.  Trade,  April  30,  1993,  at  20. 

Torrington  thus  supports  the  efforts  of  the  Administration  and 

Congress  to  achieve  meaningful,  enforceable  NAFTA  side  accords  In  the 

labor,  environmental,  and  Import  surge  areas,  and  looks  forward  to  the 

continued  development  of  the  accord  proposals. 
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Mr.  Spratt.  I  asked  the  question  earlier  of  our  witnesses  wheth- 
er or  not  automotive  parts  and  automobiles  generally  are  an  easier 
case  for  Customs,  whether  it's  easier  to  inspect  an  automobile  and 
inspect  even  the  bearing  assemblies,  get  down  to  that  fine  a  level 
of  detail,  and  determine  whether  or  not  this  vehicle,  as  a  whole,  or 
this  part,  in  specific,  came  from  the  free  trade  area.  Can  you  give 
me  your  insight  on  that?  Is  it  easier  to  police  automobiles  than  it 
is  textile  products  which  tend  to  be  more  fiingible? 

Mr.  Collins.  I  was  going  to  say,  I'm  not  an  expert  on  textiles, 
Mr.  Chairman.  I  think  I  agree  with  you  that  just  the  nature  of  the 
product  of  textiles  is — ^it  perhaps  has  a  level  of  vagueness  or  com- 
plexity that's  more  difficult.  Automobiles  have  a  degree  of  difficulty 
in  the  level  of  complexity  and  the  volume  of  parts  involved.  We 
have  2,000  to  3,000  discrete  parts  in  a  unit.  And  then  you  multiply 
that  in  terms  of  the  volume  crossing  the  border  and  there's  a  level 
of  complexity. 

But  the  strength  that  we  have  is  that  autos  are  produced  by 
large  multinational  corporations  which  have  very  strict  record- 
keeping systems  and  have  the  capacity  in-house  to  develop  and,  in 
consultation  with  the  Government  when  they  ask  us  to,  to  keep 
records  in  a  certain  way.  And  we  tend  to  buy  high  volumes  fi-om 
other  very  large  producers. 

Mr.  Spratt.  And  I  would  think  once  you've  made  a  decision  with 
respect  to  a  specific  unit,  automobile,  a  sample  unit  of  a  certain 
plant  coming  from  Mexico  or  Canada,  that  generally  holds  for  an 
awful  lot  of  trade  flow.  Unless  somebody  brings  in  Hondas  fi*om 
Osaka  or  something  like  that,  you've  pretty  well  determined  it. 
Whereas  textile  and  apparel  can  change  fi-om  shipment  to  ship- 
ment and  there's  very  little  difference  at  all  in  the  shirt  or  the 
dress  or  the  sweater. 

Mr.  Collins.  Generally,  our  sourcing  of  particular  parts  for  a 
particular  model  are  stable.  There  are  minor  variations. 

Mr.  Gridley.  I  would  concur  with  your  judgment  that  the  auto 
parts  area  would  be  a  little  bit  easier  to  monitor.  The  concern 
about  marking  though,  I  don't  think  we  should  diminish  that  as 
being  important.  As  long  as  the  parts  are  marked,  then  you  can 
find  the  trail  if  you  wanted  to  go  backwards  and  find  out  where 
they  came  from. 

Mr.  Spratt.  Mr.  Stewart. 

Mr.  Stewart.  Mr.  Chairman,  in  both  the  bearingfs  industry  and 
in  the  steel  industry  there  have  historically  been  significant  prob- 
lems any  time  there  are  restraints  on  the  products,  such  as  during 
the  trigger  price  mechanism  days  under  steel,  because  you're  deal- 
ing with  a  product  that  externally  is  identical. 

And  to  the  extent  you  do  not  have  rigid  country  of  origin  require- 
ments on  those  products,  you  run  into  transshipment,  mismarking, 
a  product  coming  in  with  no  markings.  We've  had  that  problem 
over  and  over  in  the  bearing  case.  I  know  the  steel  industry  has 
had  serious  problems  for  a  number  of  years. 

Mr.  Spratt.  Well  how  do  you  police  the  marking?  It  would  be 
very  easy  simply  to  mark  the  product  as  coming  from  one  place 
when  in  fact  it  came  from  another. 


180 

Mr.  Stewart.  Well,  in  the  current  system  for  bearings,  the  coun- 
try of  origin  is  stamped  into  the  metal  at  the  country  of  production 
or  that  is  how  it  is  supposed  to  be. 

One  of  the  concerns  that  the  Torrington  Co.  has  is  if  you  look  at 
the  structure  within  the  marking  provisions  in  the  NAFTA  agree- 
ment, the  objective  is  to  reduce  the  burden  on  companies  on  North 
American  trade.  To  the  extent  that  Customs  does  not  permit  prod- 
ucts that  are  subject  or  capable  of  evasion  or  circumvention  to  have 
minimum  marking  requirements,  we  believe  that  it  should  be  all 
right. 

The  difficulty  is  that  the  provisions  call  for  either  no  markings 
or  markings  that  can  be  as  little  as  a  piece  of  paper  or  a  label.  And 
on  products  that  are  subject  to  orders,  that  will  always  pose  a  prob- 
lem whether  it's  bearings,  steel,  semiconductors,  or  a  wide  range  of 
other  products. 

Mr.  Spratt.  Are  you  satisfied  then  with  the  level  of  effort  and 
expertise  that  Customs  is  able  to  bring  to  bear?  Do  you  think  that 
they  are  currently  staffed  at  a  level  and  with  the  training  required 
to  administer  and  police  and  enforce  NAFTA  as  it  applies  to  auto- 
mobiles and  automotive  parts? 

Mr.  Stewart.  Well,  we  have  one  serious  concern,  Mr.  Chairman, 
which  is  different  than  the  funding  level.  I  believe  that  you  will 
find  that  your  friends  at  the  Customs  Service  will  have  difficulty 
giving  you  as  broad  an  outline  of  what  they  would  actually  need 
to  enforce  this  agreement  fully. 

But  one  of  the  issues  that  hasn't  been  addressed  today,  or  at 
least  I  haven't  heard  it  addressed,  has  to  do  with  the  enforcement 
mechanism  and  the  certificate  of  origin.  As  I  read  the  enforcement 
provisions,  unlike  existing  U.S.  law,  the  agreement  suggests  that 
from  an  importer's  point  of  view  you  have  a  complete  defense  if  you 
have  a  certificate  of  origin  in  your  possession. 

A  certificate  of  origin  or  a  statement  from  the  foreign  producer 
that  the  product  meets  the  certificate  of  origin  requirements,  that 
is  a  much  lower  standard,  as  I  read  it,  than  the  current  standard 
that  is  applied  by  the  Customs  Service  and  raises  a  big  question. 

If  you  look  back  at  what  happens  on  the  export  side,  the  United 
States-Canada  agreement  and  the  NAFTA  had  the  substantial  im- 
provement of  requiring  the  exporter  to  certify  the  origin  of  the 
product.  However,  in  the  NAFTA  you  have  what  seems  to  be  a  fair- 
ly substantial  loophole  in  that  a  third  party  who  is  the  exporter  but 
not  the  producer  can,  if  they  receive  "written  word"  from  the  pro- 
ducer, can  fill  out  one  of  these  certificates  without  the  producer  fill- 
ing out  the  certificate  and  there  does  not  appear  to  be  any  penalty. 

That  would  suggest  in  a  lot  of  products — potentially  in  bearings 
but  also  potentially  in  textile  products — ^that  you  could  have  mas- 
sive fraud  through  the  introduction  of  third  parties  into  the  process 
where  it  is  not  clear  that  the  enforcement  regulations  would  let 
your  jump  teams  or  others  get  in  and  actually  get  back  to  the  man- 
ufacturer. So  it  is  a  question  that  raises  some  concern. 

I  think  the  staffmg  levels  remain  concerns  for  the  reasons  that 
you  and  others  have  talked  about  this  morning. 

Mr.  Spratt.  What  about  the  implementation  legislation?  Do  you 
think  that  the  rules  of  origin  ought  to  be  laid  out  in  legislation? 
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Mr.  Stewart.  I  think  from  the  point  of  view  of  the  industries 
who  have  special  rules  such  as  autos,  such  as  bearings,  such  as  the 
textiles,  that  the  only  certainty  you  have  that  there  won't  be  execu- 
tive branch  changes  in  positions  is  through  having  those  adopted 
as  part  of  legislation. 

I  think  the  concern  however  on  rules  of  origin,  which  Mr.  Gridley 
talked  about  but  which  hasn't  really  been  focused  on  and  which  I 
understand  there  is  substantial  debate  in  Customs  on,  is  whetiier 
or  not  the  marking  regulations  are  going  to  apply  for  non-NAFTA 
purposes  and  for  nonmarking  purposes. 

As  you  would  be  aware,  Mr.  Chairman,  in  the  Uruguay  Round 
there  is  an  ad  referendum  text  on  country  of  origin  rules.  And  if 
the  Uruguay  Round  becomes  effective,  rules  of  origin  for  all 
nonpreferential  purposes,  including  quotas,  including  dumping  or- 
ders, including  marking,  will  have  to  be  uniform  and  will  ulti- 
mately be  dictated  by  the  Customs  Cooperation  Council  cut  of 
Brussels.  I  can  assure  you  that  that  will  cause  substantial  prob- 
lems in  areas  such  as  textile  and  apparel  where  you  will  not  be 
able  to  impose  a  triple  transformation  test  or 

Mr.  Spratt.  Well,  do  you  think  we  can  impose  this  marking  re- 
quirement without  having  an  implementing  agreement  that  says 
that  automobiles  and  automobile  parts  coming  into  this  country 
must  be  stamped  with  the  country  of  origin  where  they  were  origi- 
nally produced? 

Mr.  Collins.  If  I  can  follow  up.  The  Congress  passed  legislation 
just  last  fall,  which  was  signed  into  law,  Mr.  Chairman,  which  is 
called  the  American  Automobile  Labeling  Act.  It  is  in  the  process 
of  being  regulated. 

Mr.  Spratt.  So  that's  already  on  the  books. 

Mr.  Collins.  It's  on  the  books.  And  by,  I  believe,  the  fall  of  1994, 
every  automobile  sold  on  the  market  will  have  to  have  a  label  on 
it  disclosing  the  percentage  of  United  States-Canadian  content  as 
well  as  the  place  of  production  and  the  country  of  origin  of  the  en- 
gine and  transmission.  So  that's  already  happening. 

Mr.  Spratt.  What  about  with  regard  to  the  penalties?  Now,  Mr. 
Stewart,  you  have  iust  said  that  the  certificate  of  origjin,  if  it's  rega- 
larly  obtained,  is  almost  exoneration  for  the  importer. 

Mr.  Stewart.  It  appears  to  be,  from  the  way  tiie  NAFTA  is 
drafted.  I  merely  raised  it  as  a  concern.  Mr.  Banks  made  the  com- 
ment that  there  were  in  place  existing  provisions 

Mr.  Spratt.  Mr.  Simpson  said  that  law  is  already  on  the  books. 
We've  got  intentional  gross  negligence  and  negligence  violations. 

Mr.  Stewart.  I  agree  that  that's  on  the  books.  What  isn't  clear 
is  whether  one  would  be  able  to  interpret  the  provisions  of  NAFTA 
as  saying  that  if  you  had  a  certificate  of  origin  as  an  importer, 
whether  that  would  not  give  you  a  complete  de^nse. 

Mr.  Spratt.  Well,  he  seemed  to  imply  also — I  think  he  ma^  have 
said  directly  that  not  only  must  you  have  the  certificate  of  origin 
as  the  importer,  you  also  needed  to  display  due  diligence. 

Mr.  Stewart.  It's  not  clear  from  the  agreement  how  that  would 
actually  be  implemented  or  could  be  construed. 

Mr.  Spratt.  Is  that  part  of  existing  law? 

Mr.  Stewart.  Well,  he  correctly  stated  existing  law.  There  is  a 
due  diligence  requirement.  There  is  no  certificate  of  origin  require- 
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ment  at  the  moment.  So  he  correctly  stated  what  existing  Customs 
fraud  law  is  or  negligence  law. 

The  concern — ^if  I  were  the  Mexican  Government  and  we  had  im- 
porters in  the  United  States  being  penalized  where  they  were  hold- 
ing certificates  of  origin  that  had  been  issued  by  Mexican  compa- 
nies, I  would  recommend  a  protest  and  to  go  through  a  dispute  set- 
tlement. And  I  would  think  that  there  would  be  a  reasonable 
chance  that  that  would  constitute  a  complete  defense. 

Mr.  Spratt.  Does  the  automobile  industry  or  the  auto  parts  in- 
dustry seek  the  right  to  enforce  trade  violations? 

Mr.  Collins.  We  haven't  supported  that  in  the  past.  I  haven't 
addressed  it  recently,  Mr.  Chairman. 

Mr.  Stewart.  All  that  we  have,  I  think,  supported  has  been  the 
ability  if  there  is  a  lack  of  enforcement  for  there  to  be  some  mecha- 
nism, whether  it  is  government  to  government  or  whether  it  be  pri- 
vate rights  of  action  in  the  country  to  have  the  issue  resolved.  It 
is  not  that  big  an  issue,  we  don't  believe,  from  the  bearing  industry 
point  of  view. 

Mr.  Spratt.  Thank  you  very  much  for  your  testimony.  We  appre- 
ciate it.  We  may  have  some  questions  to  submit  for  the  record  and 
we  would  appreciate  your  assistance  in  providing  a  response. 
Thank  you  so  much. 

[Whereupon,  at  1:15  p.m.,  the  subcommittee  adjourned,  to  recon- 
vene subject  to  the  call  of  the  Chair.l 
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The  Hon.  John  M 

Cha  irman 

Subcommittee  on  Commerce,  Consumer,  and  Monetary  Affairs 

Committee  on  Government  Operations 

U.S.  Congress 

Room  2167  Rayburn  House  Office  Building 

Washington,  DC  20516-6143 


COMMERCE,  CONSUMES  AN, 
'CTAflV  AFFAIRS  SUWy*" 


Dear  Mr.  Spratt: 

Thank  you  for  your  letter  of  June  3  requesting  my  further 
comments  in  response  to  questions  raised  by  the  testimony  on  May 
4.   J  am  delighted  to  respond  to  your  questions  and  again  wish  to 
thank  you  tor  the  opportunity  to  testify  on  this  most  important 
current  subject,  the  pending  tree  trade  agreement  between  the 
United  States,  Mexico  and  Canada.  For  the  record,  NKSA's 
opposition  to  implementing  NAFTA  is  fundamental,  and  will  not  be 
affected  by  adjustments  to  the  origin  rules  or  TPL  system 
discussed  here  in  response  to  specific  questions. 

In  the  interest  of  providing  an  internal  and  complete 
document,  1  am  taking  the  liberty  of  restating  each  of  the 
questions  posed  prior  to  my  response. 

QUESTION  1.     It  has  been  suggested  that  the  rules  of  origin  for 
the  textile/  apparel/fiber  industries  should  be  incorporated  into 
legislation  which  Congress  must  pass  before  NAFTA  becomes  effect- 
ive.  What  is  the  NKSA's  position  on  this  proposal?   Do  you 
propose  other  provisions  of  NAFTA  be  incorporated  in  legislation? 

RESPONSE:   The  existing  rules  of  origin  should  be  protected  in  the 
implementing  legi.slation  so  that  they  could  not  be  loosened  or 
relaxed  -  e.g.  additional  instances  created  where  a  third 
country's  fabric  or  yarn  and/or  fiber  could  be  incorporated  in  a 
garment  that  would  be  granted  NAFTA  preference  even  though  the 
current  rules  do  not  provide  it.   This  can  best  be  accomplished  by 
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incorporation  of  the  rules  of  origin  in  the  implementing  legis- 
lation and  such  was  suggested  in  the  report  of  the  industry  sector 
advisory  committee  at  page  3. 

Failure  to  maintain  the  rench  nl  the  origin  rules  as  negotiated, 
indeed  failure  to  guarantee  such  a  degree  of  protection  for  NAPTA 
origin  components,  would  materially  compromise  the  understanding 
of  even  those  groups  that  supported  the  NAFTA.   Strong  commitments 
were  made  to  domestic  producers  croncerning  the  origin  rules  in 
order  to  achieve  their  support  for  the  agreement. 

Granting  NAFTA  benefits  to  goods  made  of  third  country  fiber,  yarn 
or  fabric  in  circumstances  not  provided  for  in  the  rules  negotia- 
ted as  part  of  the  agreement  itself  should  only  be  available  by 
Legislative  Act  of  Congress  at  the  time  such  need  is  demonstra- 
ted.  We  would  oppose  leaving  any  discretion  in  the  Executive 
Branch  to  revise  the  NAFTA  rules  of  origin  in  a  way  that  would 
loosen  their  scope.  While  the  agreement  leaves  an  open  door  for 
consultation,  it  does  not  and  need  not  imply  the  existence  of 
authority  in  the  Executive  Branch  to  make  adjustments  without 
legislative  action.   If  that  possibility  is  permitted,  one  can 
anticipate  continuous  pressure  to  change  the  rules,  pressure  which 
itself  would  create  major  uncertainties  for  all  concerned. 

QUESTION  2.     You  indicate  that  the  NAFTA  agreement  will  not 
prevent  the  age-old  problem  of  transshipment  of  oriental  goods 
into  the  United  States.  You  also  seem  to  indicate  that  the  agree- 
ment with  Mexico  will  exacerbate  this  problem.  You  further  give  a 
very  reasoned  analysis  of  the  enforcement  situation  the  U.S. 
Customs  Service  will  face  under  NAFTA.  Are  you  suggesting  that 
Mexico  would  become  a  substitute  for  Hong  Kong  in  transshipments 
from  China.'   Could  you  expand  on  this? 

RESPONSE:   I  am  not  suggesting  that  Mexico  would  become  a  substi- 
tute for  Hong  Kong/China  transshipments,  but  that  it  would  become 
an  aid  to  those  in  Hong  Kong  and  China  who  have  manipulated  and 
evaded  the  quota  system  for  years  and  will  undoubtedly  continue  to 
do  so  using  the  new  export  platform  provided  by  NAFTA. 

The  recent  disclosure  of  a  large  well-constructed  tunnel  between 
Mexico  and  the  United  States  running  under  the  border  suggests  the 
potential  magnitude  of  the  smuggling  problem  that  will  be  present- 
ed as  trade  increases  dramatically  under  NAFTA.   Given  the  exten- 
sive Far  East  interest  in  the  NAFTA,  and  given  the  visits  of  a 
number  of  Mexican  officials  to  the  Far  East  for  the  specific 
purpose  of  encouraging  their  investment  in  Mexico  to  take  advan- 
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tage  of  their  proximity  to  the  United  States,  including  even 
remarks  a  year  or  more  ago  by  President  Salinas  to  there  is  every 
reason  to  believe  that  Far  East  manufacturers  have  listened  and 
will  take  advantage  of  this  special  opportunity. 

Entrepreneurs  based  in  Hong  Kong  operate  from  many  countries:  some 
have  invested  in  Mexico.  Those  whose  Chinese  goods  are  shipped  to 
or  through  ten  or  fifteen  other  countries  under  Hong  Kong  or  other 
labels  will  have  no  difficulty  in  adding  one  more  transshipment 
center  to  their  collection.  Given  the  notorious  weaknesses  of 
Mexico's  own  border  authorities  and  the  resource  limitations  in 
Mexico  and  the  United  States,  it  is  difficult  to  be  confident  of 
the  ability  of  national  customs  authorities  to  track  these  goods 
and  prove  fraud  when  goods  have  been  processed  in  or  passed 
through  Mexican  factories  or  warehouses  en  route  to  the  United 
States.   Separating  Chinese  fabric  from  Mexican  fabric  is  diffi- 
cult enough  under  the  best  of  circumstances,  especially  given  the 
worldwide  trade  in  both  cotton  and  synthetic  fibers,  and  would  be 
rendered  more  difficult  when  the  volumes  are  increased  ten  fold. 

Should  the  Committee  undertake  separately  to  privately  interview 
Customs  officers  serving  on  the  border  they  would  quickly  see  that 
there  is  not  high  level  of  optimism  about  the  ability  to  intercept 
transshipped  goods  at  that  point.  The  work  load  is  simply  too 
great  to  provide  more  than  an  extremely  limited  physical  inspec- 
tion of  containers,  and  hence  compels  a  reliance  on  documenta- 
tion,  [f  documentation  is  fraudulent,  there  is  little  chance  of 
going  behind  it  absent  specific  tips. 

In  sum,  the  pre-NAPTA  track  record  for  shutting  down  transshipped 
goods  is  poor  in  terms  of  the  number  of  operations  and  seizures 
compared  with  Customs'  own  estimates  of  the  volume  of  this  trade. 
NAFTA  cannot  but  make  the  process  more  difficult. 

QUESTION  3.     One  of  the  exceptions  to  the  rule  of  origin  for 
textiles  is  the  list  of  fabrics,  such  as  Harris  Tweed,  that  are 
not  available  in  North  America.   Some  concern  has  been  raised  that 
the  list  should  not  become  an  avenue  for  importing  interests  to 
claim  that  fabrics  are  unavailable,  when  their  real  concern  is  to 
liberalize  the  origin  rules  so  they  can  bring  in  fabrics  from 
other  countries  even  though  these  fabrics  are  available  here.   My 
question  is:   To  what  extent  is  this  a  real  problem,  and,  to  that 
extent,  how  do  you  guard  against  it?   Should  the  implementing 
legislation  provide  that  the  only  fabrics  listed  among  the 
"exceptions"  are  those  which  are  genuinely  unavailable  in  North 
America? 
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RESPONSE:  To  some  extent,  "availability"  is  always  a  price 
question  in  the  sense  that  if  a  customer  is  willing  to  pay  enough, 
someone  will  produce  the  required  product.   In  the  market  fashion 
apparel,  however,  it  may  sometimes  be  difficult  to  develop  produc- 
tion in  a  timely  way  regardless  of  the  question  of  price.  In  that 
unusual  circumstance,  a  true  "availability"  problem  may  arise. 
However,  even  in  that  situation,  one  should  not  too  hastily  con- 
clude that  such  a  situation  must  give  rise  to  an  immediate  grants 
of  exception  to  the  origin  rules. 

First,  there  should  be  consideration  of  the  substitution  of 
alternative  products,  and  second  there  is  the  always  the  possi- 
bility of  simply  having  the  relevant  tariff  paid.  There  is  no  way 
to  anticipate  the  extent  of  this  problem  in  the  future,  but  if 
special  exceptions  become  common  in  such  cases,  domestic  producers 
will  hesitate  to  become  responsive  to  anticipated  new  product 
demand  since  the  exceptions  would  undercut  their  investment  before 
it  was  brought  to  bear.  However,  as  the  domestic  industry  shrinks 
under  rising  import  competition,  it  is  possible,  indeed  likely, 
that  fewer  unusual  materials  will  be  available  from  domestic  yarn 
and  fabric  suppliers.  In  that  case,  domestic  fabric  and  garment 
manufacturers  may  require  greater  flexibility  to  adjust  that  list 
if  they  are  to  be  competitive  in  the  burgeoning  Mexican  market 
that  has  been  promised  by  NAFTA's  supporters. 

QUESTION  4.     You  also  indicate  that  one  of  the   textile/ 
apparel/fiber  industries'  greatest  concerns  is  with  the  loophole 
with  Canada  that  has  been  named  TPL  (Tariff  Preference  Level)  or 
TRQ  (Tariff  Rate  Quota).  Could  you  explain  how  this  impacts 
negatively  on  the  U.S.  textile/apparel/fiber  industry  and  what  we 
in  Congress  can  do  about  it? 

RESPONSE:  In  my  testimony  I  indicated  the  dangers  of  a  possible 
concentration  of  TPL  allowances  whereby  Canada  or  Mexico  could 
concentrate  its  TPL  shipments  into  a  single  category.  The  example 
I  chose  was  cotton  sweaters,  but  other  examples  are  not  difficult 
to  develop.  (A  brief  list  is  attached) 

These  examples  simply  illustrate  what  happens  if  a  significant 
percentage  (40%,  etc.)   of  the  TPL  for  a  given  classification  of 
product  is  shipped  in  a  single  category  of  the  eligible  class  of 
products.  Since  there  is  no  provision  in  the  NAFTA  preventing  such 
concentration,  and  there  is  no  assurance  as  to  how  the  TPLs  will 
be  allocated  by  the  foreign  governments  concerned,  there  is  a 
reasonable  basis  for  concern. 
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The  experience  with  Canada  in  which  the  entire  TPL  device  was 
absorbed  by  men's  suits  illustrates  the  point.  That  situation  was 
not  contemplated  by  the  government  negotiators,  and  the  size  of 
the  TPL  involved  was  not  based  on  any  need  for  fabric,  demon- 
strated or  otherwise,  since  it  far  exceeded  total  exports  of  the 
product  at  the  time  of  the  negotiation.   Instead,  the  availability 
of  the  TPL  created  a  new  opportunity  that  was  exploited  effec- 
tively by  a  Canadian  manufacturer.   We  do  not  wish  to  see  that 
repeated  and  believe  that  Congress  could  press  for  a  consultation 
provision  concerning  the  allocation  of  TPLs  by  Canada  and  Mexico. 
(I  have  responded  separately  to  you  on  that  point  by  forwarding  a 
copy  of  the  recommendation  made  by  industry  advisors  during  their 
negotiations  for  a  simple  consultation  provision.)   Congress  could 
direct  the  Executive  Branch  to  seek  such  consultations  with  the 
Mexican  and  Canadian  authorities  on  an   annual  basis,  and  it  would 
seem  likely  that  those  consultations  would  produce  reasonable 
responses.  In  the  event  that  major  problems  develop,  some  further 
action  could  then  be  contemplated. 

QUESTION  6.     You  further  indicate  that  one  of  your  concerns  is 
NAFTA's  treatment  of  unfair  trade  practices  by  the  NAFTA 
participants.   Judicial  review  of  dumping  or  other  unfair  trade 
practice  cases  will  be  replaced  under  NAFTA  by  a  tri-national 
panel.   Can  you  explain  how  this  will  work,  for  example,  in  the 
case  of  a  U.S.  petitioner  in  a  countervailing  duty  case?   How  do 
you  suggest  that  Congress  make  its  intent  known? 

RESPONSE:  It  is  difficult  for  us  to  explain  how  the  proposed  NAFTA 
panel  will  work,  since  we  do  not  have  experience  with  it.  From  the 
text  (Article  1904)  it  is  clear  that  the  NAFTA  parties  "shall" 
replace  judicial  review  with  a  bi-national  review  panel.  Regard- 
less of  the  mechanisms  for  the  creation  of  such  a  panel,  and 
regardless  of  the  way  in  which  such  a  panel  proceeds  to  operate, 
it  is  doubtful  that  a  U.S.  petitioner  in  that  situation  will  have 
the  same  confidence  level  as  to  the  impartiality  of  outcome  that 
he  might  have  were  his  petition  being  heard  in  a  U.S.  Federal 
Court.   Aside  from  the  nationality  of  the  panelists,  and  making  no 
assumptions  about  the  outlook  of  such  nationals,  we  would  be 
concerned  that  any  panel  would  be  subject  to  more  political 
interference  than  would  the  U.S.  Federal  Court. 

At  the  same  time  we  recognize  that  the  panel  system  may  represent 
a  significant  improvement  over  the  system  that  now  prevails  in 
Mexico,  where  there  is  no  independent  judiciary.   In  essence,  the 
agreement  sought  to  balance  interest  involving  those  who  expect  to 
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be  dealing  with  matters  before  Mexican  tribunals  on  the  one  hand 
against  those  dealing  primarily  in  the  U.S.  and/or  Canadian  system 
on  the  other  . 


At  this  stage,  there  is  no 

clear  cut  answer  to  the  question. 

However,  it  may  be  desirabl 

e  to  legislate  so  that  the  repeal  of 

judicial  review  in  accordance  with  Article  1904  is  not  permanent 

from  the  outset,  but  itself 

is  subject  to  review  based  on  five 

years  of  experience.   That 

would  not  appear  to  violate  the  terms 

of  the  Agreement  since,  at 

least  for  the  initial  period,  judicial 

review  would  be  suspended. 

Violation,  if  it  occurred,  would  come 

only  if  the  Congress  decide 

d  after  a  review  that  the  provision 

should  not  be  continued.  Pr 

esumably,  at  that  time,  there  would  be 

opportunity  for  re-negotiat 

ion.  In  the  extreme,  if  the  situation 

so  warranted,  the  agreement 

could  be  terminated  altogether. 

Additional  concerns  are  tha 

t  the  process  of  panel  selection  and 

the  operation  of  the  panels 

pose  many  questions.   For  example. 

Article  2009  concerning  the 

roster  from  which  panel  members  are 

selected  limits  the  roster 

to  30  and  requires  expertise  or  exper- 

ience  in  law,  international 

trade  or  other  matters  covered  by  the 

agreement,  but  not.  necessarily  any  exposure  to  the  particular 

industry  in  question.  Is  it 

desirable  that  in  this  type  of  non- 

judicial  panel  dispute  reso 

lution  there  should  be  the  possibility 

of  decision-making  by  peopl 

e  who  have  no  practical  experience  in 

the  involved  trade/industry 

whatsoever?   If  that  is  the  goal,  or 

total  independence  from  the 

industries  concerned  is  the  goal,  why 

not  stick  with  the  court  system?   Again,  we  are  brought  back  to 

the  problem  of  Mexico's  jud 

iciary  lacking  independence,  still 

another  reason  for  not  having  this  agreement  in  the  first  place. 

Additionally,  there  are  concerns  regarding  the  secrecy  of  panel 

proceedings  and  the  non-disclosure  of  voting  records  on  panels. 

The  entire  panel  system  as 

a  substitute  for  judicial  review  raises 

a  great  many  questions  and. 

we  believe,  in  the  end,  is  likely  to 

spark  still  further  litigat 

ion-type  responses  to  trade  disputes. 

We  are  concerned  that  this 

panel,  and  a  similar  structure  pending 

in  the  proposed  Uruguay  Rou 

nd,  will  generate  endless  opportunities 

for  litigation  which  will  p 

rolong  trade  disputes  and  render  the 

entire  process  exorbitantly 

expensive  and  time-consuming.  One  can 

question  whether  the  very  e 

laboration  of  the  system  is  intended  to 

be  an  important  inhibiting 

factor,  thereby  preventing  the  use  of 

trade  remedies  and  satisfying  the  policy  predilections  of  the  free 

trade  oriented  negotiators. 
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TRIAL  SUSPENSION  OF  JUDICIAl,  REVIEW   Overall,  the  best  way  for 
Congress  to  make  its  noncerr)  about  these  questions  known  is  to  use 
the  device  suggested  above  ot  a  "suspension"  o£  juiiicial  review 
rather  than  a  repeal  of  it.  In  that  way,  a  legislated  period  is 
created  at  the  end  of  which  the  Congress  itselt  must  re-examine 
the  issues.  This  would  neces;;';  i  tate  an  oversight  review  of  the 
system  for  its  evaluation  and  practice  rather  than  simply 
accepting  the  experiment  on  faith  and  coming  back  to  try  and 
change  the  agreement  later . 

fi .    Should  Congress  require  the  Executive  Branchi  to  intercede  on 
behalf  of  petitioners  when  there  is  a  violation  of  procedure  in 
the  conduct  of  the  panel? 

RESPONSE:  Yes.   The  biggest  problem  here,  which  I  believe  the 
question  anticipates,  is  the  need  to  bring  "political"  pressure  on 
the  executive  branch  to  cause  them  to  raise  an  issue  with  govern- 
ment that  may  not  be  a  popular  issue  at  the  time.   There  needs  to 
be  some  assurance  that  the  government  will  pull  the  trigger  and 
that  plaintiffs  need  not  exhaust  themselves  with  lobbying  efforts 
in  order  to  convince  the  government  to  deal  with  legitimate 
questions  regarding  the  conduct  of  a  panel  or  the  procedures, 
etc . 

Some  automatic  mechanism  should  be  granted,  although  it  must  also 
be  recognized  that  the  process  will  fall  apart  if  every  possible 
error  or  miss-step  is  attacked  by  the  national  governments 
concerned.  The  essential  question  will  be  whether  there  is  a 
violation  of  procedure,  and  whether  the  violation  is  of  any 
substantive  import  or  is  in  name  only  but  of  absolutely  no 
substantive  content  or  impa<-i:. 

7.    It  has  been  alleged  that  the  enactment  of  the  Uruguay  Round 
draft  textile  proposal  will  have  the  most  important  and  adverse 
impact  on  the  NAFTA  and  that  potential  benefits  from  NAFTA  will  be 
totally  negated  should  the  government;  pursue  this  GATT  textilt- 
proposal.   What  is  your  view?   Please  explain. 

RESPONSK:  The  Uruguay  Round  draft,  including  but  not  limited  to 
its  textile  sections,  would  expose  U.S.  manufacturing  to 
intensified  competition  from  all  sources.  Tariff  reductions 
granted  on  an    MFN  basis  obviously  would  reduce  the  margin  of 
tariff  preference  being  granted  to  Mexico  under  the  NAFTA. 
Mexico,  therefore,  would  lose  not  only  the  advantage  of  its 
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proposed  tariff  preference  but  also  the  benefits  it  gains  from  the 
effect  of  textile  quotas  on  lower  cost  producers  like  China, 
Indonesia,  India  and  Pakistan. 

Most  threatening  to  our  industry  is  the  enhanced  competition  that 
will  emerge  from  the  Peoples  Republic  of  China.   While  not  ini- 
tially scheduled  to  get  benefits  under  the  GATT  deal  because  it  is 
not  a  GATT  member,  it  is  widely  perceived  that  China  eventually 
will  get  them.  On  this  basis,  it  is  our  view  that  the  presumed 
benefits  of  NAFTA  for  Mexican/U.S.  trade  will  not  materialize,  as 
Chinese  and  other  Far  East  producers  will  cut  their  prices  to  hold 
market  share  they  have  developed  over  many  years.   The  net  impact 
of  that  will  be  a  continuing  downward  spiral  in  prices  for  manu- 
factured goods,  one  which  already  has  weakened  domestic  manu- 
facturing and  which,  if  continued,  will  cause  crippling  damage  to 
those  who  attempt  to  remain  based  in  the  U.S. 

The  huge  Far  East  country  quotas  in  apparel  illustrate  the  size  of 
the  business  at  stake  for  them  under  the  current  regime.  By  elim- 
inating quotas,  the  pending  GATT  package  forces  all  countries' 
producers  to  direct  competition  with  China  and  will  compel  price 
reductions  or  exit  from  the  business.   It  will  expose  ever  in- 
creasing segments  of  the  U.S.  market  to  sudden  confrontation  with 
the  lowest  priced  competition  world  wide.   Our  companies  now  are 
being  offered  cotton  T  shirts  from  China  at  prices  below  the 
fabric  costs  here,  and  finished  fabric  at  prices  below  yarn  costs. 

Competition  from  China,  India,  Pakistan,  Bangladesh,  Indonesia  and 
other  countries  possessing  enormous  pools  of  low-skilled  labor  at 
very,  very  cheap  wages  will  dominate  apparel  trade.   Eventually, 
with  the  spread  of  technology,  it  will  impact  fabric  trade  as 
well.   The  damage  to  the  U.S.  will  be  significant,  and  the  damage 
to  Mexico  can  only  be  judged  by  Mexico's  recent  attack  on  imports 
of  apparel  from  China  through  the  use  of  their  own,  somewhat 
secretive,  anti-dumping  procedures. 

For  domestic  apparel  producers,  particularly  the  smaller  cut  and 
sew  contractors,  who  may  be  destroyed  as  a  result  of  the  low  wage 
base  competition  from  NAFTA,  it  hardly  matters  whether  GATT 
follows  along  or  not.  And  vice  versa.  The  company  that  is  forced 
shut,  and  the  workers  who  are  dislocated,  care  less  about  which 
country  did  them  in  than  they  do  about  their  job  futures.   New 
York  State  just  received  a  grant  of  $6  million  under  the  Job 
Training  Partnership  Act,  for  counseling,  relocation  and  on  the 
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job  training  for  dislocated  workers.  The  workers  in  question  were 
some  3000  former  employees  of  IBM.   Are  they  going  to  be  trained 
to  make  clothing? 

At  present,  there  is  no  public  evidence  of  a  serious  plan,  much 
less  funding,  for  worker  retraining,  and  still  less  indication  of 
what  positions  dislocated  apparel  workers  will  be  retrained  for. 
It  seems  to  us  that  the  government  has  a  fundamental  responsi- 
bility when  it  exports  jobs,  as  these  agreements  most  certainly 
will  do,  to  provide  some  indication  of  realistic  replacement 
opportunities  that  will  be  made  available. 

From  my  discussion  in  the  industry,  I  can  assure  you  that  owners 
are  beginning  to  contemplate  opening  facilities  in  Mexico  to  move 
the  most  labor  intensive  portions  of  their  operations  in  the  event 
Congress  accepts  this  Agreement.   No  one  should  assume 
differently. 

I  hope  these  answers  are  responsive  to  your  questions  in  the 
light  of  our  opposition  to  the  NAFTA.  I  will  be  happy  to  provide 
further  information  to  the  Committee  it  that  is  desirable. 


Sin^rely  yours. 


Seth  M.  Bodner 


attachment 
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s:rss.7i;s::"~'~  noo«t  of  HepitBtntattoM  srsi.rsr;,r°"*^ 
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M^Jorily:  (M3)  225-4407 


Sabcommittcc  oa  Commerce,  Coosumcr,  and  Moodaor  Aflkin 
t  Office  BuOdia^  Wnl 
I^Jorily:  (102)  225-44 

June  23,  1993 

Mr.  Carlos  F.  J.  Moore 

American  Textile  Manufoctures  Institute 

1801  K  Street,  NW 

Washington,  DC  20006-1301 

Dear  Carlos: 

Thank  you  for  your  excellent  testimony  at  our  hearing  on  May  4.  At  the  hearing,  I 
mentioned  that  we  would  submit  additional  questions  to  you  for  the  record.  Your  answers, 
on  behalf  of  the  American  Textile  Manufacturers  Institute,  will  be  included  in  the  printed 
record  of  the  hearings. 

1.  It  has  been  suggested  that  the  rules  of  origin  for  the  textfle/apparel/fiber 
industries  should  be  incorporated  into  legislation  which  Congress  must  pass  before  NAFTA 
becomes  effective.  What  is  the  ATMI  position  on  this  proposal? 

2.  How  would  you  describe  the  effectiveness  of  the  worit  of  the  U.S.  Customs  Service 
in  enforcing  the  provisions  of  law  now  on  the  books  with  respect  to  textiles/apparel/fiber? 

3.  Would  you  comment  on  the  ease  or  difficult  of  enfordqg  rules  of  origin  in  the 
NAFTA  agreement? 

4.  How  do  you  conceive  the  role  of  the  "jump  team'  under  NAFTA? 

5.  Are  the  punitive  measures  in  the  NAFTA  agreement  and  the  pnq>osed  side 
agreements  adequate  to  prevem  infractions? 

6.  Are  the  resources  of  the  US.  Customs  Service  adequate  for  the  enforcement 
re^mnsibilities  they  will  assume  under  NAFTA? 

7.  Aside  from  NAFTA,  we  will  still  need  to  renew  bilateral  textfle  agreements  with 
many  nations  by  the  end  of  December.  What  additional  enforcement  measures  does  ATMI 
believe  should  be  inchided  in  bilateral  «greements? 

&  Yea  mentioDed  a 'quidc  re^NMise  system*  in  your  testimony.  Wbatisthit?  How 
wiO  it  worii? 
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9.  You  also  indicate  that  one  of  the  textile  industries'  (reatest  ooncem  b  the  T7L 
(Tariff  Preference  Level).  Would  you  explain  how  this  impacts  negatively  on  the  VS. 
textile/apparel/fiber  industries  and  what  we  in  Congress  can  do  about  it?  Should  the  TPL 
volume  be  included  in  the  imptementing  legislation  to  prevent  future  Presidents  from 
increasing  the  TPL  without  Congressional  approval? 

10.  You  further  indicate  that  one  of  ATMTs  concerns  is  NAFTA's  treatment  of 
unCur  trade  practices  by  the  NAFTA  participants.  You  mention  that  judicial  review  of 
dumping  or  other  unfur  trade  practice  cases  has  been  replaced  by  a  tri-national  panel  Can 
you  explain  how  this  will  work,  for  example,  in  the  case  of  a  U.S.  petitioner  in  a 
countervailing  duty  case?  How  do  you  suggest  that  Coqgress  make  itt  intern  known? 

11.  Do  you  reconunend  that  Congress  require  the  Executive  Branch  to  intercede  on 
behalf  of  petittoners  when  there  is  a  violation  of  procedure  in  the  conduct  of  the  panel? 

12.  Do  you  believe  the  safeguard  provisions  in  NAFTA  are  adequate? 

13.  You  state  the  enactment  of  the  Urugu^  Round  draft  textile  proposal  will  have 
the  most  in^Kxtant  and  adverse  impact  on  the  NAFTA  and  that  potential  benefitt  from 
NAFTA  wOl  be  totally  n^ated  should  the  government  pursue  this  GATT  textile  proposaL 
Please  eiqtiain. 

We  would  like  to  get  the  hearing  record  published  as  soon  as  passible  and  would  be 
gratefnlif  you  could  send  your  response  by  Ju^  8.  If  you  have  any  questions,  please  cdl 
me,  Ted  laoobt  or  Tom  Kaho. 

Sincerely  youfs, 


Chainaan 


f^ 
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American  Textile  Manufacturers  Institute 

1801  K  SiRCt.  N.W.    Suite  900   Washingl^n.  D.C.  20006-1301    TEL  202  IIA2-OM0     FAX  202  X«2()570 


\ 


July  8,  1993 

\ 


Honorable  John  M.  Spratt,  Jr.  ^v  -  w  •_ •  V  I_ l 

Chairman,  Subcommittee  on  Commerce, 

Consumer  and  Monetary  Affairs  JUL      0  1993 

B-377  Rayburn  House  Office  Building 
Washington,  DC  20515-6144  ^SH^^;!?^^"**^*'*^ 


'FTARY  AFFAIRS  SlJBnn.- 


Dear  Congressman  Spratt: 


Thank  you  for  your  letter  of  June  23  and,  again,  for  the  opportunity  to  appear  at  the 
Subcommittee's  May  4  hearing.   Following  are  answers  to  the  questions  posed  in  your 
letter: 


ATMI  firmly  believes  that  the  rules  of  origin  for  textile  and  apparel 
products  negotiated  as  part  of  NAFTA  must,  without  any  changes, 
be  incorporated  in  the  enabling  legislation.   This  means  that  the 
basic  rule,  which  is  yarn  forward,  should  be  stated  in  the  legislation. 
Exceptions  can  be  acknowledged  by  referring  to  an  annex  to  the 
legislation  which  lists  individual  origin  rules  by  tariff  line.   The  most 
important  element  is  to  make  sure  that  the  origin  rule  is  embodied 
in  legislation  and  cannot  be  changed  administratively. 


2.         The  United  States  Customs  Service  does  a  highly  commendable  job 
enforcing  our  laws,  protecting  the  revenue  and  ensuring  compliance 
with  the  textile  import  control  program  given  the  resources  at  its 
disposal  (emphasis  added).   Proper  compliance  with  the  terms  and 
conditions  of  NAFTA  as  well  as  existing  laws  will  require  a 
significant  strengthening  of  Customs  resources  -  auditors,  inspectors 
and  agents.   Hopefully,  enactment  of  the  Customs  Modernization 
and  Informed  Compliance  Act  (H.R.  700)  will  free  up  within 
Customs  sufficient  personnel  to  achieve  these  ends  without  the 
necessity  for  additional  appropriation,  but  if  such  is  required,  it 
should  by  all  means  be  made. 


''Vu^*" 
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Proper  enforcement  of  the  NAFTA  rules  of  origin  for  textiles  and 
apparel  should  be  a  relatively  simple  matter  provided  Customs 
devotes  sufficient  resources.  The  textile  and  apparel  rules  of  origin, 
which  are  based  on  a  change  of  tariff  heading,  are  easier  to 
administer  and  police  than  a  value-based  rule  of  origin. 


Jump  teams  will  be  used  to  make  unannounced  inspections  of 
facilities  in  a  NAFTA  country  when  there  is  reason  to  believe 
Customs'  laws  are  being  violated.  The  teams  would  verify  the 
existence  and  capability  of  textile  and  apparel  production  in  the 
country  in  question.   They  will  play  an  essential  role  in  policing  and 
deterring  abuses  of  Customs'  rules  and  regulations.  This  is  a  major 
improvement  over  the  customs  provisions  agreed  to  in  the 
U.S.\Canada  Free  Trade  Agreement. 


5.  The  NAFTA  agreement  contains  important  provisions  which 
increase  the  U.S.  government's  ability  to  deal  with  customs  fraud 
and  circumvention.  These  provisions  include  a  requirement  that  all 
U.S.  importers  of  textiles  and  apparel  certify  that  the  product  being 
imported  meets  the  rule  of  origin.  This  establishes  an  easier  legal 
standard  by  which  the  U.S.  government  can  bring  criminal  and  civil 
charges  against  violators.  This  is  also  a  major  improvement  over  the 
U.S.-Canada  Free  Trade  Agreement. 

6.  Effective  enforcement  of  the  terms  and  conditions  of  NAFTA  will 
require  additional  Customs  resources,  including  auditors,  inspectors 
and  agents.  The  U.S.  Customs  Service  has  already  indicated  in 
testimony  and  publicly  that  it  is  shifting  resources  to  NAFTA 
enforcement  and  will  be  ready  to  enforce  the  agreement  as  of 
January  1,  1994.   We  believe  it  is  imperative  that  the  Congress 
provide  the  necessary  funding  and  other  resources  to  the  U.S. 
Customs  Service  to  make  sure  that  this  is  accomplished. 
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All  bilateral  textile  agreements  which  the  United  States  enters  into 
need  to  incorporate  clear  and  explicit  language  setting  forth 
penalties  against  the  country  transshipping  textile  and  apparel 
products.  Current  procedure  is  for  the  United  States  to  reduce  a 
country's  current  or  following  year's  quota  on  a  one-to-one  basis 
when  evidence  of  transshipment  is  uncovered.   In  other  words,  if 
country  X  is  found  to  have  transshipped  10,000  dozen  cotton  blouses 
to  the  United  States  through  another  country  (or  countries),  country 
X's  cotton  blouse  quota  is  reduced  by  10,000  dozen.  As  ATMI 
testified  before  the  House  Subcommittee  on  Oversight  and 
Investigations  on  May  7,  1992,  the  penalty  for  transshipment  should 
a  chargeback  against  quota  of  three  times  the  amount  transshipped; 
in  other  words,  treble  damages  should  be  assessed  for  this  kind  of 
illegal  behavior. 

Additionally,  the  agreements  should  include  a  provision  to  penalize 
the  country  through  which  goods  are  transshipped. 


8.         Quick  Response  (QR)  is  a  program  of  inventory  control  and 

replenishment  requiring  close  cooperation  among  fiber  producers, 
textile  mills,  apparel  manufacturers  and  retailers.  Through  means  of 
electronic  data  exchange,  sales  and  inventory  information  will  be 
instantly  transmitted  down  the  distribution  pipeline  so  that  shipment 
and  production  scheduling  can  be  managed  in  the  most  efficient 
manner  possible.  The  uhimate  goal  of  QR  is  for  each  element  in 
the  pipeline  to  have  as  little  inventory  as  possible  yet  be  able  to 
respond  immediately  (within  the  same  season)  to  their  customers' 
needs.  Under  QR  inventory  costs  will  be  greatly  reduced  yet  sales 
will  not  be  lost  because  an  item  is  out  of  stock. 

NAFTA  will  afford  an  opportunity  to  develop  a  North  American 
quick  response  system  that  can,  if  successful,  displace  imported 
textiles  and  apparel  from  the  Far  East. 
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The  Tariff  Preference  Levels  (TPLs)  incorporated  in  the  current 
NAFTA  text  are  excessive,  especially  in  the  case  of  Canada's  TPLs 
for  its  exports  to  the  U.S.   By  permitting  the  use  of  large  amounts  of 
non-NAFTA  inputs  in  goods  traded  with  NAFTA  benefits,  the  TPLs 
result  in  trade  taking  place  in  direct  violation  of  the  rules  of  origin 
and  thereby  reduces  the  benefits  to  North  American  producers  and 
their  workers. 

For  this  reason,  ATMI  believes  it  is  essential  that  the  TPLs  set  forth  in  the 
current  NAFTA  text  should  be  included  in  the  enabling  legislation  so  that 
they  cannot  be  increased  by  administrative  decisions. 


10.       ATMI  is  concerned  about  the  way  in  which  the  NAFTA  would  deal  with 
disputes  over  unfair  trade  practices  by  the  NAFTA  participants.   We  have 
not  had  any  problems  relating  to  such  disputes  under  the  U.S.-Canada  Free 
Trade  Agreement,  but  reports  indicate  that  other  sectors  of  our  economy 
have  been  involved  in  such  disputes.   Our  concern  focuses  on  whether  the 
tri-national  dispute  panels  can  overturn  U.S.  countervailing  duty  and 
antidumping  decisions,  or  whether  they  should  be  empowered  to  review 
and  ensure  that  proper  procedures  were  followed.   We  believe  that  the 
latter  is  the  appropriate  role  for  the  panels.   We  recommend  that  the 
Congress  express  its  concern  in  the  report  language  related  to  this 
legislation. 


11.  We  also  recommend  that  Congress  include  in  report  language  its  intent  that 
the  Executive  Branch  intercede  on  behalf  of  petitioners  should  the  conduct 
of  the  dispute  panels  violate  their  own  procedures. 

12.  There  are  two  safeguard  measures  applicable  to  textile  and  apparel 
products  incorporated  in  the  NAFTA  agreement,  one  for  NAFTA- 
qualifying  products  and  one  for  non-NAFTA-qualifying  products.   Both 
measures,  if  properly  implemented  and  administered,  can  address  the 
circumstances  envisioned. 
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13.       The  current  Uruguay  Round  proposal  (the  so-called  Dunkel  draft)  to  phase 
out  the  Multifiber  Arrangement  (MFA)  for  textiles  and  apparel  essentially 
surrenders  the  U.S.,  Canadian  and  Mexican  markets  to  the  large  Asian 
exporting  countries,  particularly  China,  India  and  Pakistan.  The  proposal 
requires  the  U.S.  and  other  importing  countries  to  give  up  their  ability  to 
control  disruptive  imports  by  liberalizing  quotas  according  to  a  formula  that 
rewards  the  Far  East  exporters.   After  a  ten-year  "transition  period",  quotas 
will  disappear  altogether  as  the  MFA  is  abolished. 

Before  the  phaseout  is  complete,  however,  quotas  from  India, 
Pakistan  and  China  will  have  increased  enormously  to  quantities  that 
will  overwhelm  the  smaller  supplying  countries  and  U.S.  producers 
as  well.  The  result  will  be  over  a  million  U.S.  jobs  lost  during  the 
MFA  phaseout  with  most  of  the  remaining  jobs  disappearing  after 
the  ten  year  transition.   Another  victim  will  be  NAFTA  because  the 
large  Asian  suppliers  with  their  unlimited  low  wage  labor  supply, 
generous  subsidies  to  exporters  and  widespread  unfair  trade 
practices  will  take  over  the  North  American  market  The  only 
reason  those  countries  have  not  already  taken  over  our  market  is  the 
existence  of  MFA  quotas  which  limit  the  ability  of  the  large 
exporting  countries  to  export  to  the  U.S. 


Thank  you  for  providing  this  opportunity  for  ATMI  to  respond  to  the  Subcommittee's 
inquiries. 


Sincerely, 


rios  Moore 
Executive  Vice  President 
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OFFICE  OF  THE  UNITED  STATES 

TRADE  REPRESENTATIVE 

EXECUTIVE  OFFICE  OF  THE  PRESIDENT 

WASHINGTON 

20506 

July   6,    1993  -^i-iVCi. 

The  Honorable  John  M.    Spratt,    Jr.  JJJL      6  1993 

Chairman 

Subcommittee  on  Commerce,  Consumer,  and  COMMERCE  CONSUMER  AN' 

Monetary  Affairs  'FTARY AFFAIRS SiJBr/v. • 

U.S.  House  of  Representatives 
B-377  Rayburn  House  Office  Building 
Washington,  D.C.  20515 

Dear  Chairman  Spratt: 

Thank  you  for  giving  me  the  opportunity  to  present  the  views  of 
the  Office  of  the  United  States  Trade  Representative  at  the 
hearing  held  by  your  subcommittee  on  May  4,  1993,  concerning  the 
implications  of  the  North  American  Free  Trade  Agreement  (NAFTA) 
for  various  U.S.  industries,  particularly  the  textile  and  apparel 
sector . 

Please  find  enclosed  information  in  response  to  your  letter  dated 
June  3,  1993,  setting  forth  several  questions  to  which  you  were 
seeking  answers  for  inclusion  in  the  printed  record  of  the 
hearing.   I  am  also  enclosing  information  in  response  to 
questions  raised  in  a  letter  dated  April  30,  1993,  addressed  to 
you  from  the  Majority  Leader,  which  you  enclosed  with  your  letter 
dated  June  3. 

Once  again,  Mr.  Chairman,  I  thank  you  on  behalf  of  Ambassador 
Kantor  for  your  careful  attention  to  the  NAFTA  and  for  the  time 
you  afforded  our  office  to  respond  to  your  questions. 


Sincerely, 

Ira  S.  Shapfro 
General  Counsel 


Enclosures 


cc:   The  Honorable  Richard  A.  Gephardt 
Majority  Leader 
U.S.  House  of  Representatives 
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July  6,  1993 

RESPONSES  TO  QUESTIONS  OF  CHAIRMAN  JOHN  M.  SPRATT,  JR. 

DATED  JXJNE  3,  1993 

1.  It  has  been  suggested  that  the  rules  of  origin  for  the 
textiles/apparel/fiber  industries  and  the  auto  and  auto  parts 
industries  should  be  incorporated  into  legislation  which  Congress 
will  have  to  pass  before  NAFTA  becoaes  effective.   What  is  the 
D8TR  position  on  this  proposal? 

He  will  work  with  the  Congress  to  develop  effective 
mechanisms  for  legislative  implementation  of  all  the 
rules  of  origin,  including  in  the  textile  and  apparel 
and  auto  sectors.   In  the  case  of  the  U.S. -Canada  Free- 
Trade  Agreement  (CFTA) ,  the  general  rules  were 
incorporated  explicitly  in  the  implementing  bill  and 
the  product-specific  rules,  which  are  set  out  in  an 
Annex  to  the  CFTA,  were  adopted  by  reference  in  the 
implementing  bill.   Any  changes  to  the  product-specific 
rules  negotiated  by  the  two  countries  may  be 
implemented  by  Presidential  proclamation,  subject  to 
Congressional  consultation  and  lay-over  requirements. 
This  approach  has  provided  sufficient  flexibility  to 
amend  the  product-specific  rules  as  necessary  since 
1989  without  sacrificing  Congress's  role  in  the 
process. 

2.  CustoHs  collections  on  tariffs  supply  the  second 
largest  contribution  to  the  U.S.  Treasury,  second  only  to  th« 
Internal  Revenue  Service.   Has  an  estiaate  been  made  of  the 
reduction  in  tariff  collections  the  U.S.  will  experience  when  the 
full  effect  of  MXFTA  is  in  force?  Has  an  estiaate  been  made  of 
how  increased  taxes  froa  other  sources  will  make  up  for  this 
loss?   Please  supply  appropriate  figures. 

The  reduction  in  tariff  collections  as  a  result  of  the  NAFTA 
and  offset  by  other  source  of  revenue  are  currently  under 
review  by  the  Office  of  Management  and  Budget.   The 
Administration  will  be  consulting  with  the  Congress  as  that 
review  moves  forward. 

3.  Please  explain  the  relationship  between  **aarking«,**  OATT, 
and  the  rules  of  origin  and  how  they  will  be  applied  to 
particular  industries. 

Section  304  of  the  Tariff  Act  of  1930  (19  U.S.C.  S  1304) 
requires  that  every  article  of  foreign  origin  (or,  in  some 
cases,  its  container)  imported  into  the  United  States  be 
marked  in  such  a  manner  to  indicate  to  the  "ultimate 
purchaser"  in  the  United  States  the  English  name  of  the 
country  of  origin  of  the  article.   Such  a  requirement  is 
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fully  consistent  with  Article  IX  of  the  General  Agreement  on 
Tariffs  and  Trade  ("GATT") ,  which  establishes  certain 
disciplines  on  marking  requirements. 

The  U.S.  Customs  Service  ("Customs")  administers  the 
section  3  04  marking  requirements  through  the 
application  of  a  general  rule  of  "substantial 
transformation."  Under  this  approach,  the  country  of 
origin  of  an  imported  article  is  that  country  in  which 
the  article  was  last  transformed  into  a  new  and 
different  article  of  commerce.   In  addition,  Customs 
uses  rules  of  origin  to  determine  the  country  of  origin 
of  imported  goods  for  other  purposes  under  U.S.  trade 
law,  e.g. .  in  the  application  of  textile  and  apparel 
quotas . 

In  the  NAFTA,  the  three  countries  agreed  to  establish  a  set 
of  rules  to  be  used  to  determine  whether  an  imported  article 
qualifies  for  the  tariff  preferences  that  have  been  set  out 
in  each  Party's  NAFTA  tariff  schedule.   These  tariff 
preference  "rules  of  origin"  are  set  out  in  NAFTA  Annex  401. 
As  in  the  case  of  the  U.S. -Canada  Free-Trade  Agreement,  the 
NAFTA  rules  of  origin  require  a  specified  change  in  tariff 
classification  (or  "tariff  shift") ,  sometimes  coupled  with  a 
level  of  regional  value  content.   For  example, 

o    the  rule  of  origin  for  textile  and  apparel  products  is 
a  "yarn  forward"  rule  in  most  cases,  which  requires 
that  fabric  and  apparel  be  made  from  yarn  produced  in  a 
NAFTA  country  or  countries  in  order  to  be  eligible  for 
preferential  tariff  treatment  under  the  agreement;  and 

o    in  order  to  qualify  for  the  tariff  reductions  agreed  to 
in  the  NAFTA,  a  tractor  imported  from  Mexico  under 
heading  8701  of  the  Harmonized  Tariff  Schedule  of  the 
United  States  ("HTS")  must  have  undergone  a  change  from 
any  other  heading,  and  must  meet  a  50  percent  regional 
value  content  test  for  the  first  four  years  of  NAFTA, 
55  percent  for  the  next  four  years,  and  60  percent 
thereafter.   In  addition,  NAFTA  Article  403  requires 
the  "tracing"  of  certain  components  used  in  the 
assembly  of  the  tractor  in  order  to  ensure  that  the 
non-NAFTA  content  is  accurately  counted. 

In  addition  to  these  rules  of  origin  designed  to  determine 
the  application  of  NAFTA  tariff  preferences,  the  NAFTA 
Parties  agreed  in  Annex  311  to  establish  rules  to  be  used  in 
the  application  of  each  country's  marking  requirements. 
These  rules  are  currently  being  discussed  by  representatives 
of  the  three  countries,  and  are  based  on  a  tariff -shift 
approach  similar  to  that  used  to  develop  the  Annex  401  rules 
of  origin.   For  some  products,  the  marking  rules  will  be  the 
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same  as  the  Annex  401  rules  of  origin;  for  other  products, 
such  as  for  most  textile  and  apparel  goods,  the  Annex  401 
rules  used  to  determine  tariff  preferences  will  be  more 
stringent  than  the  rules  used  to  determine  whether  a  good  is 
to  be  marked  as  "made  in  Mexico"  or  made  in  another  country. 

The  Parties  also  agreed  in  Annex  311  to  establish 
disciplines  with  respect  to  the  application  of  their  marking 
requirements.   For  example,  the  Parties  agreed  to  accept  any 
reasonable  method  of  marking  of  a  good  of  another  Party, 
including  the  use  of  stickers,  labels,  tags  or  paint,  that 
ensures  that  the  marking  is  conspicuous,  legible  and 
sufficiently  permanent. 

4.  It  has  also  been  alleged  that  private  people  in  the 
teKtile/apparel/ fiber  industries  have  a  problem  in  getting 
information  to  the  Customs  Service  or  to  CITA  or  to  OTEXA.   Is 
this  true,  and,  if  so,  how  do  you  suggest  that  we  remedy  this 
situation? 

I  am  not  aware  of  difficulties  encountered  by  private 
parties  in  getting  information  to  those  of  us  in  the 
government  with  responsibility  for  implementation  of 
the  textile  program  and  negotiations  affecting  the 
industry.   Indeed,  we  at  USTR  have  close  working 
relationships  with  industry  advisors  from  the  fiber, 
yarn,  fabric,  apparel  and  made-up  textile  products 
sectors  as  well  as  importers  and  retailers.   At  the 
working  level,  USTR  and  Commerce  jointly  sponsor 
Industry  Sector  Advisory  Committees  on  Textiles  and 
Apparel  and  Wholesaling  and  Retailing,  as  well  as  an 
Industry  Functional  Advisory  Committee  on  Customs 
Matters.   Senior  representatives  of  these  industries 
also  serve  on  the  President's  Advisory  Committee  on 
Trade  Policy  and  Negotiations  and  on  the  Industry 
Policy  Committee.   If  the  Chairman  is  aware  of  any 
particular  difficulties  that  have  been  encountered  by 
individuals  in  the  industry,  we  would  be  pleased  to 
look  into  the  matter. 

5.  Are  the  punitive  measures  in  the  NAFTA  agreement  and 
the  side  agreements  adequate  to  prevent  infractions,  or  are  they, 
as  some  have  commented,  merely  slaps  on  the  wrist,  which  will  be 
absorbed  by  wrongdoers  as  a  cost  of  doing  business? 

The  NAFTA  requires  the  application  of  significant 
enforcement  procedures  to  address  infractions  by  importers 
and  exporters.   First,  the  agreement  shifts  the  burden  of 
compliance  away  from  Customs  inspections  at  the  border  to 
the  manufacturer,  and  increases  the  penalties  for  false 
declarations.   The  NAFTA  provides  that  each  country  will  be 
responsible  for  pursuing  criminal,  civil  or  administrative 
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actions  against  private  parties  within  its  jurisdiction  for 
fraudulent  documentation.   In  addition,  if  an  importer  is 
found  to  have  been  given  a  false  certificate  of  origin,  the 
Party  in  which  the  exporter  or  producer  involved  is  located 
may  take  legal  action  as  circumstances  warrant.   Each  Party 
will  ensure  that  the  provision  of  a  false  certification  by 
an  exporter  or  producer  will  have  the  same  legal 
consequences  in  its  territory  as  would  the  making  of  a  false 
statement  by  an  importer.   Furthermore,  if, 
upon  verification,  a  pattern  of  conduct  is  found  with 
respect  to  a  particular  producer  or  exporter  regarding  false 
or  unsupported  certificates  of  origin,  a  Party  may  withhold 
preferential  tariff  treatment  to  identical  goods  exported  or 
produced  by  that  person  until  that  person  establishes  full 
compliance  with  the  rules  of  origin. 

In  order  to  assist  in  verification,  all  three  NAFTA  parties 
have  agreed  to  permit  Customs  inspections  by  a  NAFTA 
authority  in  its  territory,  and  in  addition,  the  three 
Parties  have  agreed  specifically  to  enhance  Customs 
cooperation  in  investigating  illegal  textile  and  apparel 
transshipment,  whether  or  not  a  NAFTA  preference  is  claimed. 

If  either  Mexico  or  Canada  fails  to  live  up  to  its 
commitments  under  the  NAFTA,  the  Agreement  allows  us  to 
bring  a  challenge  before  a  NAFTA  arbitral  panel.   If  a 
measure  is  found  to  be  inconsistent  with  the  Agreement,  and 
the  defending  country  does  not  implement  the  panel's  report 
within  30  days,  the  Party  challenging  the  measure  may  take 
action  by  withdrawing  benefits  of  equivalent  effect.   If  we 
win  our  case  and  the  other  country  does  not  bring  its  laws 
into  conformity  with  the  NAFTA,  or  provide  us  with  adequate 
trade  compensation,  we  will  be  able  to  withdraw  benefits 
from  that  country  equivalent  to  any  trade  losses  we  have 
incurred.   Thus,  if  Mexico  is  found  to  be  acting  in  a  manner 
inconsistent  with  the  agreement,  and  the  measure  results  in 
the  loss  to  the  United  States  of  $50  million  in  trade  in 
goods  annually,  the  United  States  would  be  entitled  to  raise 
tariffs  or  take  other  action  that  would  affect  an  equivalent 
amount  of  Mexican  trade  until  Mexico  removes  the  offending 
measure.   These  enforcement  measures  are  similar  to  those 
available  to  the  United  States  under  the  U.S. -Canada  FTA, 
and  stronger  than  those  currently  available  under  the  GATT. 

The  Administration  is  currently  negotiating  supplemental 
agreements  concerning  labor  rights  and  environmental 
protection.   Under  these  agreements,  the  United  States  is 
pressing  for  the  right  to  withdraw  NAFTA  benefits  if  a  panel 
finds  a  persistent  pattern  of  non-enforcement  of 
environmental  or  labor  laws  in  Mexico  or  Canada. 
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These  remedies  should  be  sufficient  to  enable  the  United 
States  to  enforce  the  commitments  that  have  been  made  under 
the  NAFTA  and  will  be  made  under  the  supplemental 
agreements . 

6.  Would  you  comment  on  the  ease  or  difficulty  of  enforcing 
rules  of  origin  in  the  NAFTA  agreement. 

According  to  the  Department  of  the  Treasury,  rules  of  origin 
based  on  changes  in  tariff  classification  —  such  as  those 
that  have  been  in  force  under  the  U.S. -Canada  Free-Trade 
Agreement  and  those  adopted  for  use  in  the  NAFTA  —  are 
relatively  easy  and  inexpensive  to  enforce.   Those  rules 
that  incorporate  a  value-content  test,  however,  are  much 
more  costly  to  enforce.   Although  in  both  cases  an  audit  of 
producer's  facilities  might  be  necessary  in  order  to  verify 
the  accuracy  of  the  information  supplied  to  Customs, 
verification  of  value-content  rules  requires  a  complete 
audit  of  producers'  financial  and  inventory  records,  which 
is  a  costly  and  lengthy  procedure.   In  contrast,  it  should 
be  relatively  easy  to  verify  at  a  producer's  facility  that  a 
good  undergoes  the  requisite  tariff  shifts  described  in  the 
product-specific  rules. 

7.  Even  if  NAFTA  is  approved,  we  will  still  need  bilateral 
agreements  on  textiles  with  many  other  nations.   I  am  told  that 
the  present  bilateral  agreements  rarely  provide  enforcement  tools 
within  the  agreement.   What  changes  should  be  made  in  bilateral 
agreements  to  help  reduce  the  volume  of  transshipments  entering 
our  market? 

The  United  States  intends  to  maintain  bilateral  textile 
agreements  with  other  countries  under  the  auspices  of  the 
Multifiber  Arrangement  until  such  time  as  those  agreements 
may  be  superseded  by  the  Uruguay  Round  textile  transition 
mechanism.   The  U.S.  bilateral  agreements  generally  contain 
a  provision  requiring  both  governments  involved  to  cooperate 
in  the  prevention  of  circumvention  of  the  agreements.   The 
U.S.  Customs  Service  is  responsible  for  enforcing  the 
bilateral  agreements  at  the  U.S.  border.   Currently,  we  are 
examining  ways  to  strengthen  the  commitments  to  prevent 
circumvention  of  the  bilateral  agreements.   We  are  also 
working  closely  with  the  Customs  Service  to  ensure  that 
Customs  has  the  tools  it  needs  to  enforce  bilateral 
agreements  at  the  border  and,  at  the  same  time,  to  protect 
the  market  from  illegal  shipments  in  excess  of  agreed  quota 
limitations. 
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8.  What  is  the  meaning  for  MAFTA  enforcement  of  the 
decision  to  treat  Honda  minivans  and  sport  utility  vehicles 
manufactured  in  Canada  as  trucks? 

It  is  my  understanding  that  Honda  does  not  manufacture 
minivans  or  sport  utility  vehicles  in  Canada.   In  any 
event,  however,  NAFTA  enforcement  should  be  unaffected 
by  the  customs  classification  of  minivans  and  sport 
utility  vehicles  imported  into  the  United  States. 

9.  What  is  your  reaction  to  the  decision  to  impose  a 
tariff  on  Honda  Civics  manufactured  in  Ontario,  Canada? 

The  enforcement  of  U.S.  customs  laws  and  our 
international  agreements  constitutes  an  essential 
component  of  this  Administration's  trade  policy. 

The  NAFTA  contains  no  provision  to  cancel  duties  owed 
by  Honda  or  any  other  firm.   The  NAFTA  revises  the 
U.S. -Canada  Free-Trade  Agreement  (CFTA)  rules  for 
calculating  regional  content  to  remove  ambiguities  that 
have  led  to  disagreements  between  the  United  States  and 
Canada  over  interpretation  of  the  CFTA.   The  new  rules 
in  the  NAFTA  provide  greater  clarity  and  certainty  for 
determination  of  regional  content.   It  is  my 
understanding  that  the  Bush  Administration  advised 
Congress  last  year  that,  in  the  interest  of  avoiding 
further  disputes,  and  litigation  in  U.S.  courts,  the 
clarification  of  NAFTA  rules  for  calculating  regional 
content  will  be  applied  to  all  customs  entries  of 
automobiles  that  have  not  been  finally  liquidated. 
Importers  will  be  liable  for  whatever  duties  are  owed. 

10.  Do  you  agree  with  former  Commerce  Department 
Undersecretary  for  international  Trade,  J.  Michael  Farren,  that 
efforts  of  Japanese  auto  companies  to  use  American-owned 
suppliers  are  "a  sham?" 

Ambassador  Kantor  and  Commerce  Secretary  Brown  have  raised 
recently  with  the  Japanese  government  the  issue  of  the 
performance  of  Japanese  "transplants"  in  meeting  commitments 
to  purchase  U.S. -made  parts. 

In  a  letter  dated  March  26,  1993,  to  the  Japanese  Minister 
of  International  Trade  and  Industry,  Ambassador  Kantor  and 
Secretary  Brown  noted  that,  under  the  "Global  Partnership 
Plan  of  Action"  established  in  January  1992,  pledges  were 
made  that  the  annual  purchases  of  U.S. -made  auto  parts  would 
grow  to  the  level  of  $19  billion  in  Japanese  Fiscal  Year 
1994.   Further,  Japan  pledged  that  70  percent  of  parts  used 
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in  transplant  auto  production  would  be  American  products, 
and  that  "in  making  the  purchases,  special  consideration 
will  be  given  to  the  U.S.  parts  industry." 

Ambassador  Kantor  and  Secretary  Brown  noted  in  their  letter 
that  actual  purchases  had  not  increased  as  rapidly  as  might 
have  been  expected,  and  that  it  appeared  that  the 
commitments  were  not  likely  to  be  met.   They  commented  that 
they  expected  "rapid  advancement"  of  these  issues.   The  U.S. 
Government  has  asked  the  Government  of  Japan  to  inform  us  of 
the  steps  Japan  intends  to  take  to  meet  its  pledge  to  expand 
U.S.  auto  parts  sourcing,  and  will  continue  our 
consultations  in  an  effort  to  ensure  that  these  commitments 
are  addressed. 
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July  6,  1993 

RESPONSES  TO  QUESTIONS  OF  MAJORITY  LEADER  GEPHARDT 
DATED  APRIL  30,  1993 

(a)   the  status  of  the  rulemaking  process  under  Annex  311 
("Country  of  origin  Marking") 

Representatives  of  the  U.S.,  Mexican  and  Canadian  government 
are  continuing  their  work  to  develop  marking  rules  pursuant 
to  Annex  311  of  the  North  American  Free  Trade  Agreement 
("NAFTA") .   A  trilateral  working  group  is  currently 
reviewing  draft  rules.   The  Department  of  the  Treasury 
expects  to  publish  proposed  rules  in  the  Federal  Register 
this  summer. 


i 


(b)   areas  where  it  is  anticipated  that  such  rules  will  i. 

significantly  differ  from  the  preferential  duty  rules  of  origin         § 
defined  in  Annex  401  (textiles,  apparel,  autos,  auto  parts, 
semiconductors,  computers  would  be  but  a  few  product  areas  that 
would  be  of  interest) 


It  should  be  noted  that,  although  both  the  NAFTA  Annex  401 
rules  of  origin  and  the  NAFTA  Annex  311  marking  rules  will 
be  based  primarily  on  changes  in  tariff  classification,  the 
Annex  401  rules  have  been  designed  to  ensure  that  sufficient 
economic  activity  has  occurred  in  the  North  American  region 
with  respect  to  a  particular  product  to  justify  the 
application  of  the  NAFTA  tariff  preferences. 

Accordingly,  in  some  cases,  the  Annex  401  rules  of  origin 
might  be  more  stringent  than  the  marking  rules  established 
under  Annex  311,  which  would  facilitate  the  essentially 
technical  task  of  assigning  to  each  good  a  country  of 
origin.   For  example,  the  Annex  401  rules  of  origin  for  some 
semiconductors  and  computers,  as  well  as  for  most  textile 
and  apparel  goods,  might  be  more  stringent  than  the  Annex 
311  marking  rules.   In  other  cases,  such  as  for  autos  and 
auto  parts,  it  might  be  difficult  to  compare  the  outcome  of 
applying  the  Annex  401  rules  of  origin  and  the  Annex  311 
marking  rules  because  the  Annex  401  rules  require  compliance 
with  a  value-content  test,  while  it  is  anticipated  that  the 
Annex  311  marking  rules  will  be  expressed  purely  in  terms  of 
tariff  shifts. 
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(c)  to  what  extent,  if  any,  paragraphs  5,  6,  8,  9  and  10  of 
Annex  311  differ  from  existing  administrative  practice  in  the 
United  States  and  an  identification  of  product  areas  where  there 
have  historically  been  marking  problems. 

Paragraphs  6,  8  and  9  of  Annex  311  of  the  NAFTA  are 
consistent  with  current  U.S.  marking  practice. 

Paragraph  5(a)  would  alter  to  some  extent  the  marking 
requirements  as  applied  to  certain  goods  imported  from  a 
NAFTA  country.   For  example,  it  would  eliminate  the  current 
requirement  that  some  steel  products  of  Mexican  or  Canadian 
origin  be  etched  with  the  name  of  the  country  of  origin. 
There  have  been  complaints  from  importers  that  etching 
destroys  the  value  of  the  steel  product.   Moreover,  under 
many  circumstances,  etching  is  less  conspicuous  to  consumers 
than  other  forms  of  marking,  such  as  paint  stenciling. 

Paragraph  5(b)  generally  incorporates  in  the  NAFTA  the 
marking  requirement  exceptions  currently  authorized  under 
U.S.  law  by  section  304  of  the  Tariff  Act  of  1930  (19  U.S.C. 
§  1304(a)(3)).   Thus,  for  example,  paragraph  5(b)  would 
allow  goods  to  enter  from  Mexico  or  Canada  if  the  product 
was  produced  more  than  twenty  years  before  importation.   In 
addition,  paragraph  5(b)  would  provide  specific  exceptions 
for  bricks,  semiconductors  and  integrated  circuits. 

Paragraph  10  provides  for  trilateral  review  of  marking  rules 
and  the  opportunity  to  propose  changes  in  our  NAFTA 
partners'  marking  rules. 

(d)  the  extent  to  which  rules  developed  for  Annex  311  would 
likely  be  used  for  other  non-preferential  duty  purposes  (e.g., 
antidumping  or  countervailing  duties,  quotas,  VERs,  etc.) 

Annex  311  provides  that  the  Parties  may  agree  to  use  the 
marking  rules  for  additional  purposes  under  the  Agreement. 
It  is  not  known  at  this  time  whether  the  Parties  will  agree 
to  use  the  marking  rules  developed  pursuant  to  Annex  311  for 
purposes  other  than  those  currently  specified  in  the 
Agreement . 

(e)  if  not  so  used,  how  such  rules  differ  from  potential 
requirements  for  non-preferential  rules  of  origin  contained  in 
the  Draft  Final  Act  Embodying  the  Results  of  the  Uruguay  Round  of 
Multilateral  Trade  Negotiations,  MTN.TNC/W/FA/D. 1-14  (20  December 
1991) 

The  draft  agreement  on  rules  of  origin  contained  in  the 
Draft  Final  Act  does  not  preclude  the  use  of  a  tariff-shift 
approach  in  developing  rules  used  for  either  preferential  or 
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non-preferential  purposes.   Accordingly,  the  narking  rules 
being  developed  pursuant  to  Annex  311  should  not  differ  from 
the  potential  requirements  for  non-preferential  rules  of 
origin  contained  in  the  Draft  Final  Act. 

(f)  to  what  extent  tracing  or  multiple  conversion/transfonaation 
requirements  for  particular  products  (e.g.,  textiles,  or  auto 
parts)  will  present  special  enforcement  problems  and  what  steps 
are  being  taken  to  assure  effective  enforcement 

Although  tracing  imposes  rigorous  bookkeeping  requirements, 
an  audit  involving  a  product  subject  to  a  rule  of  origin 
that  includes  a  tracing  requirement  should  be  no  more 
complex  for  firms  or  auditors  than  any  other  audit  requiring 
a  value-content  test.   However,  the  extent,  or  depth,  of  the 
audit  might  well  be  greater  because  of  the  need  to  reach 
further  back  in  the  production  process  to  determine  the 
origin  of  materials. 

(g)  an  estimate  of  likely  effect  of  remaining  restrictions  in 
Mexico  under  NAFTA  on  automobile  and  auto  part  exports  from  the 
United  States 

I  am  not  aware  of  an  estimate  of  the  likely  effect  of 
remaining  restrictions  in  Mexico  under  NAFTA  on  automobile 
and  auto  part  exports  from  the  United  States.   Currently, 
U.S. -produced  automobiles  and  auto  parts  are  subject  to  a 
number  of  restrictive  practices  under  the  Mexican  Auto 
Decree,  including  trade  balancing  and  value-content 
restrictions.   Under  the  NAFTA,  Mexico  will  eliminate 
immediately  its  restriction  that  limits  the  number  of  motor 
vehicles  that  a  manufacturer  may  import  into  Mexico  in 
relation  to  the  total  number  of  motor  vehicles  that  such 
manufacturer  sells  in  Mexico,  and  will  eliminate  over  ten 
years  its  value  content  and  trade  balancing  requirements. 

I  understand  that  U.S.  motor  vehicle  and  motor  vehicle  parts 
producers  anticipate  that  Mexico's  NAFTA  market  access 
commitments  will  generate  $2  billion  in  export  opportunities 
in  Mexico  during  the  first  twelve  months  after  the  NAFTA 
enters  into  force.   Although  it  is  not  possible  to  predict 
with  great  precision  how  the  NAFTA  will  affect  the  behavior 
of  individual  U.S.  firms,  it  is  worth  noting  that  Chrysler 
has  announced  that  it  anticipates  the  NAFTA  will  cause  the 
creation  of  4,000  additional  U.S.  jobs  for  Chrysler  and  its 
suppliers.   Similarly,  General  Motors  has  recently  indicated 
that  it  would  be  moving  its  production  of  Cavalier  model 
automobiles  from  Mexico  to  the  United  States. 
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(h)   an  overview  of  options  being  considered  to  reduce  the 
potential  adverse  consequences  on  selected  communities, 
industries  and  workers 

It  is  my  understanding  that  President  Clinton  and  Labor 
Secretary  Reich  plan  to  address  these  concerns  in  the 
context  of  the  Administration's  worker  adjustment  assistance 
program.   As  Ambassador  Kantor  has  stated  previously,  we 
believe  that  NAFTA  will  create  jobs  in  the  United  States  and 
contribute  significantly  to  economic  growth.   At  the  same 
time,  we  recognize  that  the  agreement  will  undoubtedly  cause 
some  loss  of  jobs.   We  are  committed  to  helping  those  who 
lose  their  jobs  with  an  effective  program  of  retraining  and 
assistance.   The  comprehensive  program  that  the  President 
and  Secretary  Reich  are  designing  would  address  job  losses, 
whether  they  result  from  the  NAFTA,  defense  cutbacks  or 
corporate  downsizing. 
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THE  COMMISSIONER  OF  CUSTOMS 


] 


July  20,  1993 


Mr.  John  M.  Spratt,  Jr. 

Chairman 

Subcommittee  on  Commerce, 

Consumer,  and  Monetary  Affairs 
Committee  on  Government  Operations 
House  of  Representatives 
Washington,  D.C.  20515-6144 

Dear  Mr.  Chairman: 


WASHINGTON,  D.C. 


CO : TO : T : T 
C207936 


RECEIVED 
J(ll2  0j99} 

COMMERCE.  CO((SUMER  AND 
MMCTARYitffVMRSSUBOOMMfnEE 


In  response  to  your  letter  of  June  2,  1993,  I  am 
pleased  to  provide  you  with  answers  to  your  additional 
questions  for  the  record  of  the  hearing  held  on  May  4, 
1993.   You  raised  a  number  of  issues  during  the  hearing, 
such  as  a  proposed  "modeling"  system  to  anticipate 
staffing,  workload,  and  enforcement  issues  resulting  from 
NAFTA.   We  are  still  working  on  these  suggestions  and  will 
be  in  touch  with  your  office  in  the  future.   Samuel,  Banks, 
Assistant  Commissioner,  Office  of  Commercial  Operations, 
is  available  to  provide  any  further  information  you  may 
need.   He  may  be  reached  at  (202)  927-0100. 


Sincerely, 


'JUA41. 


jy^fuj. 


George  J.  Weise 
Commissioner 


Enclosure 


RF.PORT  BRlf;  SVIL'GULING  TO  I'MTED  SI  ATES  CI  STCIMS  SERVK  K  l-WM-BEALERT 


213 


Question: 


In  a  hearing  held  before  the  Energy  and  Commerce  Committee 
on  the  Impact  of  Textile  Fraud  on  Commerce,  Congressman  Roy 
Rowland  said,  "A  North  American  Free  Trade  Agreement  that 
lacks  an  iron-clad  mechanism  to  prevent  textile 
transshipment  from  China  and  other  countries  through  Mexico 
would  be  a  license  to  steal  for  textile  cheats."  My 
question  is:   Does  the  NAFTA  agreement  contain  any 
provisions  that  will  bolster  your  ability  to  police 
transshipment  ? 


Answer: 


Yes.   Article  505  of  the  North  American  Free  Trade 
Agreement  provides  for  the  maintenance  of  records  relating 
to  goods  for  which  preferential  tariff  treatment  was 
claimed  in  the  territory  of  another  Party.   These  records 
are  to  be  maintained  by  the  importer  of  the  goods  for  a 
minimum  of  five  years.   They  will  include:   the  purchase 
of,  cost  of,  value  of  and  payment  for,  the  goods  that  are 
exported  from  its  territory;  the  purchase  of,  cost  of, 
value  of,  and  payment  for,  all  materials,  including 
indirect  materials,  used  in  the  production  of  the  goods 
that  are  exported  from  its  territory.   These  production 
records  must  be  maintained  in  the  territory  where  the  goods 
are  produced. 

Article  506  of  the  Agreement  also  provides  the  mechanism  to 
verify  the  production  of  and  the  importation  of  goods  for 
which  preferential  tariff  treatment  has  been  claimed. 
Verification  is  accomplished  by:   written  questions  to  an 
exporter  or  producer,-  visits  to  the  premises  of  an  exporter 
or  producer  to  review  records  and  observe  the  facilities, 
and  "other"  such  procedures  as  the  Parties  may  agree. 

Article  512  of  the  Agreement  provides  that  each  Party  in 
the  Agreement  will  cooperate  in  the  enforcement  of  their 
respective  customs  related  laws  and  regulations 
implementing  the  Agreement. 


Question: 


As  I  understand  it.  Customs  collections  on  tariffs  supply 
the  second  largest  contribution  to  the  U.S.  Treasury, 
second  only  to  the  Internal  Revenue  Service.   Has  an 
estimate  been  made  of  the  reduction  in  tariff  collections 
the  U.S.  will  experience  when  the  full  effect  of  NAFTA  is 
in  force? 


Answer: 


The  Administration  is  still  examining  the  tariff  revenue 
impact  of  the  NAFTA. 
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Question: 


About  one  year  ago,  (May  5,  1992)  Operation  Q-Tip  {short 
for  quota  transshipment  import  practices}  came  to 
culmination  with  indictments  against  various  firms  and 
individuals  in  New  York.   Carol  Hallett  testified  these 
indictments  "represent  only  the  first  of  many  cases  that 
are  under  investigation  nationwide  .  .  .  . "   What  is  the 
status  of  these  cases  and  the  investigation  now,  one  year 
later? 


Answer : 


As  of  May  1993,  146  search  warrants  have  been  executed  on 
107  companies. 

A  total  of  $10.4  million  in  bank  accounts,  cash,  real 
property  and  personal  property  has  been  seized: 

Bank  seizures                     -  $7,395,109.00 

Value  of  property  seized           -  3,000,000.00 

Value  of  personal  property  seized   -  17,750.00 

Value  of  wearing  apparel  seized     -  4.  500.00 

Total  10,417,359.00 

Six  corporations  have  been  indicted; 

Nin5  individuals  have  been  indicted; 

Plea  agreements  have  been  accepted  for  two  individuals  and 
two  corporations; 

A  total  of  $2,394,173  has  been  tendered  for  civil 
penalties. 

There  are  approximately  17  cases  pending  before  the  AUSA  in 
New  York,  excluding  the  above  referenced  cases. 

The  SAC/New  York  is  presently  conducting  investigations  on 
approximately  60  cases  under  the  Q-TIP  operation. 


4.   Question: 


Apart  from  Operation  Q-Tip,  please  comment  on  the  status  of 
Customs  efforts  in  textile  trade  fraud  enforcement. 


Answer: 


In  addition  to  Operation  Q-TIP,  Customs  currently  has  506 
active  textile  investigations  including  cases  on 
undervaluation,  misdescription,  trademark  violations,  etc. 
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In  FY'  91  the  Office  of  Enforcement  initiated  198  cases. 
In  FY'  92  the  Office  of  Enforcement  initiated  441  cases. 
In  FY'  93  to  date,  the  Office  of  Enforcement  has  initiated 
210  cases. 

Examples  of  other  successful  textile  investigations: 

In  June  1992,  the  office  of  the  Resident  Agent  in  Charge, 
Charleston,  initiated  a  bold  plan  in  which  they  introduced 
an  undercover  agent,  with  the  direct  assistance  of  GERBER 
INDUSTRIES,  to  a  Lesotho  diaper  manufacturer  known  as  INDI- 
OCEAN.   During  the  course  of  this  investigation,  the 
undercover  agent  was  able  to  substantiate  a  scheme  by  INDI- 
OCEAN  to  undervalue  imported  cloth  diapers,  resulting  in  a 
loss  of  duties  of  approximately $60,  000. 

In  1993,  this  case  came  to  a  successful  conclusion  with  the 
corporation,  INDI -OCEAN,  pleading  guilty  to  one  felony 
count  of  violating  Title  19  USC  542  (Entry  by  Means  of 
False  Statements)  and  the  corporation  paying  $209,000  in 
civil  penalties  to  the  U.S.  Customs  Service. 

On  July  29,  1992,  a  Federal  Grand  Jury  in  the  District  of 
Oregon  returned  a  true  bill  against  COLUMBIA  SPORTSWEAR, 
its  corporate  vice-president,  Donald  SANTORUFO,  and  Sung 
Rae  CHO,  manager  of  their  Korean  affiliate. 

On  May  17,  1993,  the  U.S.  Attorney  in  Portland,  Oregon, 
announced  the  guilty  plea  and  sentencing  of  COLUMBIA 
SPORTSWEAR,  concluding  a  five  year  Customs  investigation. 
COLUMBIA  SPORTSWEAR  pled  guilty  to  Title  18  USC  371 
(Conspiracy)  to  defraud  the  Customs  Service  and  agreed  to 
pay  $850,000  in  Customs  civil  penalties  and  $120,000  in 
additional  duties.   SANTORUFO  pled  guilty  to  one  felony 
count  of  underpaying  Customs  duties,  a  violation  of  Title 
19  USC  542  (Entry  by  Means  of  False  Statements) ,  and  was 
fined  $85,000  in  criminal  penalties  and  sentenced  to  3 
years  probation  and  320  hours  of  community  service.   In 
addition,  CHO,  a  Korean  citizen,  pled  guilty  to  one  felony 
count  of  presenting  false  documents  to  Customs,  violating 
Title  26  USC  7207  and  was  fined  $2,500  in  criminal  fines. 


Question: 


Please  describe  the  role  of  the  "jump  team"  under  NAFTA. 
Apparently,  it  is  not  something  that  was  created  only  for 
NAFTA  enforcement.  Mrs.  Hallett  testified  last  year  that 
"for  the  past  20  months  textile  production  verification 
teams  which  we  refer  to  as  jump  teams  which  are  composed  of 
our  import  specialists,  special  agents  in  Customs  and  also 
from  the  Department  of  Commerce,  have  focused  on  foreign 
sources  of  illegal  transshipment  to  detect  as  well  as  to 
identify  violations  in  a  timely  as  well  as  an  effective 
manner .  " 
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Answer : 


Under  the  North  American  Free  Trade  Agreement  (NAFTA) ,  the 
U.S.  Customs  Service  can  expect  that  several  different 
types  of  quota  avoidance  methods  will  be  attempted;  the  one 
which  appears  to  be  the  greatest  threat  to  our  textile 
fraud  enforcement  effort  is  the  transshipment  of  fabric  and 
wearing  apparel  from  countries  with  excess  productive 
capacity  and  tight  quota  limits  through  Mexico. 

Since  1987,  the  U.S.  Customs  Service  has  responded  to  the 
problem  of  illegal  transshipment  of  textiles  by  deploying 
JUMP  TEAMS,  also  known  as  production  verification  teams,  to 
the  source  of  the  transshipment  for  the  purpose  of 
identifying  violators  in  an  effective  and  timely  manner.  A 
JUMP  TEAM  consists  of  a  Customs  special  agent  and  import 
specialist  who  travel  from  the  United  States  to  a  foreicfn 
country  to  assess  and  identify  specific  allegations  of 
transshipment.  The  program  focuses  on  the  expeditious 
identification  of  violations  at  the  source  of  the  problem. 

Under  NAFTA  the  Customs  Service  will  be  vigilant  in  its 
identification  of  a  sudden  increase  in  the  exportation  of 
commercial  quantities  of  textiles  or  wearing  apparel  from 
Mexico  that  historically  showed  an  inability  to  manufacture 
products  at  that  level,  thus  creating  the  suspicion  that 
the  country  is  a  "pass  through"  or  transshipment  point . 

Once  identified,  a  U.S.  customs  production  verification 
team  would  be  deployed,  as  outlined  in  Article  512  of  the 
Agreement,  to  examine  the  physical  locations  and 
meuiuf  acturing  capadjility  of  the  textile  plant .   In 
addition,  the  team  would  review  production  records  in 
the  producing  covintry  and/or  the  transshipment  country. 
The  team  attempts  to  analyze  the  production  and  export 
capability  of  all  the  exporters  in  question. 

By  use  of  these  on-site  inspections  of  Mexican 
manufacturing  facilities,  the  team  is  able  to  identify 
those  manufacturers  and  mouiufacturing  facilities  that  do 
not  have  the  capability  to  produce  the  textile  article  they 
have  declared  to  have  produced.  The  team  not  only 
identifies  transshippers  but  also  those  manufacturers  that 
have  the  capaibility  to  produce  the  specific  textile 
article.  This  approach  facilitates  the  entry  process  for 
legitimate  manufacturers  that  have  the  capability  to 
produce  the  specific  textile  article. 
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Question: 


It  has  been  alleged  that  the  Customs  Service  has  a  client 
and  that  client  is  the  U.S.  Attorney's  Office  in  the 
Southern  District  of  New  York.   The  Customs  Service,  it  is 
alleged,  develops  cases  and  supplies  only  the  U.S. 
Attorneys  office  in  New  York  with  the  information.  The 
further  allegation  is  that  because  the  U.S.  Attorney  is 
busy  with  other  matters,  many  good  textile  fraud  cases  go 
unprosecuted.   Is  this  true,  and,  if  so,  how  do  you  suggest 
that  we  remedy  this  situation? 


Answer; 


The  allegation  that  the  U.S.  Customs  Service  has  a 
"client,"  e.g.,  the  U.S.  Attorney  in  the  Southern  District 
of  New  York,  and  that  the  Customs  Service  develops  cases 
and  supplies  only  the  U.S.  Attorney's  office  in  New  York 
with  this  information  appears  to  be  a  misconception  and  a 
misunderstanding  of  the  relationship  between  the 
U.S.  Customs  Service  and  the  Department  of  Justice  (U.S. 
Attorney) . 

The  U.S.  Customs  Service  is  charged  with  statutory 
responsibility  to  enforce  the  Tariff  Act  of  1930  and  other 
trade  laws  of  the  United  States.   In  order  to  carry  out 
that  mission,  special  agents  assigned  to  the  Office  of 
Enforcement  conduct  investigations  under  the  authority  of 
Title  19  use  1589(a)  (Enforcement  Authority  of  Customs 
Officers) . 

Those  investigations  may  involve  both  criminal  and  civil 
violations.  As  provided  for  under  Title  19  USC  1603  (b) 
(Seizure;  Warrants  and  Reports),  officers  of  the  U.S. 
Customs  Service  are  obligated  to  report  violations  of 
Customs  laws  which  require  legal  proceedings  and  the 
relevant  facts  thereto  promptly  to  the  U.S.  Attorney  for 
the  district  in  which  those  violations  have  occurred. 

In  addition,  under  Title  19  USC  1604  (Seizure; 
Prosecution),  the  U.S.  Attorney  General  is  obligated  to 
inquire  into  the  facts  of  cases  reported  by  U.S.  Customs 
officers  in  which  a  fine,  penalty  or  forfeiture  has  been 
incurred  and  institute  proceedings  in  U.S.  district  court, 
or  the  Court  of  International  Trade  for  the  recovery  of 
such  fine,  penalty  or  forfeiture. 

Under  these  statutes,  the  U.S.  Customs  Service  has  an 
obligation  to  investigate  violations  of  Customs  laws  and  to 
report  violations  to  U.S.  Attorneys.   In  addition,  it  is 
through  the  authority  of  and  legal  proceedings  conducted  by 
the  U.S.  Attorneys  located  throughout  the  United  States 
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that  the  U.S.  Customs  Service  also  executes  its  related 
investigative  responsibilities  regarding  search  and  seizure 
warrants,  service  of  grand  jury  subpoenas,  conduct  of 
undercover  investigations,  etc. 

Special  agents  are  also  authorized  to  conduct  fact  finding 
investigations  to  develop  information  for  other  branches  of 
U.S.  Customs  for  use  in  reaching  decisions  within  their 
assigned  spheres  of  responsibility. 

Regarding  the  allegation  that  the  Department  of  Justice  is 
too  busy  to  prosecute  Customs  fraud  investigations,  and  in 
particular  violations  concerning  textile  fraud  enforcement, 
I  must  respectfully  refer  you  to  that  agency  as  I  am  not  in 
position  to  respond  for  them. 


Question: 


It  has  also  been  alleged  that  private  people  in  the 
textile/apparel/fiber  industries  have  a  problem  in  getting 
information  to  the  Customs  Service  or  to  CITA  or  to  OTEXA. 
Is  this  true,  and  if  so,  how  do  you  suggest  that  we  remedy 
this  situation? 


Answer: 


I  am  unaware  of  any  problems  the  private  sector  is 
encountering  getting  information  to  the  United  States 
Customs  Service.   In  fact,  the  U.S.  Customs  Service  has  a 
close  working  relationship  with  representatives  from  the 
domestic  textile  industry  as  well  as  a  number  of  importers' 
and  retailers'  associations.  The  Treasury  Department  also 
chairs  an  advisory  committee  on  the  commercial  operations 
of  the  U.S.  Customs  Service. 

We  meet  regularly  with  the  American  Textile  Manufacturers 
Association,  The  American  Association  of  Importers  and 
Exporters,  several  broker  associations,  and  the  United 
States  Association  of  Importers  of  Textiles  and  Apparel,  to 
name  a  few.   Further,  we  have  met  with  numerous  domestic 
importers  and  consultants  at  their  request .   In  most  cases 
the  requests  for  a  meeting  came  from  these  associations, 
importers  or  consultants  and  U.S.  Customs  arranged  meetings 
as  soon  as  possible.   If  the  Chairman  is  aware  of  any 
specific  problems  that  have  occurred,  I  will  be  glad  to 
review  the  matter. 


8.   Question: 


Are  the  punitive  measures  in  the  NAFTA  agreement  and  the 
side  agreements  adequate  to  prevent  infractions,  or  are 
they,  as  some  have  commented,  merely  slaps  on  the  wrist, 
which  will  be  absorbed  by  wrongdoers  as  a  cost  of  doing 
business? 
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Answer: 


The  punitive  measures  in  the  NAFTA  agreement  are  effective 
and  timely.   Binational  or  trinational  panels  will  quickly 
and  fairly  resolve  disputes  under  the  NAFTA  agreement. 
From  start  to  finish,  dispute  resolution  can  be  completed 
in  no  more  than  eight  months.  NAFTA' s  provisions  on  panel 
selection  guard  against  national  bias  in  the  creation  of 
dispute  settlement  panels  by  permitting  each  country  to 
appoint  panelists  only  from  among  citizens  of  the  other 
countries;  permitting  the  appointment  of  panel  chairs  from 
non-NAFTA  countries;  and  requiring  all  parties  to  agree  on 
the  penalties.   Countries  that  win  a  dispute  may  demand 
trade  compensation  if  the  losing  country  does  not  comply 
with  the  panel  recommendation,  and  may  retaliate  by 
withdrawing  "equivalent  concessions"  in  the  absence  of 
acceptable  compensation. 

The  U.S.  proposal  for  dispute  settlement  in  the  side 
agreements  would  provide  for  an  arbitral  panel  to  determine 
whether  a  country  has  engaged  in  a  persistent  and 
unjustifiable  pattern  of  non- enforcement  of  national 
environmental  protection  or  labor  laws.   If  a  country  does 
not  respond  positively  to  enforce  its  laws,  another  country 
would  be  entitled  to  take  trade  sanctions.   The  sanctions 
would  be  in  the  form  of  removal  of  NAFTA  preferences  and 
need  not  target  a  particular  business. 

Our  proposal  would  also  obligate  each  Party  to  provide  for 
domestic  judicial  and  administrative  enforcement  procedures 
that  authorize  penalties  proportionate  to  the  nature  and 
gravity  of  the  offense,  including  fines,  imprisonment, 
orders,  or  injunctive  relief,  and  including  recapture  of 
the  economic  benefit  of  noncompliance. 


9.   Question: 


Would  you  comment  on  the  ease  or  difficulty  of  enforcing 
rules  of  origin  in  the  NAFTA  agreement? 


Answer : 


The  rules  of  origin  are  extremely  complex.  Our  ability  to 
enforce  them  will  depend  in  large  part  on  the  level  of 
knowledge  of  the  rules  both  on  the  part  of  the  trade 
community  and  on  our  field  offices.  We  are  taking  steps  to 
provide  as  much  instruction  on  the  rules  as  possible.  We 
have  developed  a  comprehensive  training  plan  that  will 
provide  instruction  both  to  our  field  offices  and  the  trade 
community.  To  be  able  to  enforce  and  administer  the  rules, 
we  must  rely  in  large  part  on  informed  compliance.   It  is 
not  possible  for  us  to  verify  every  shipment  so  in  addition 
to  informed  compliance  we  must  also  rely  to  a  greater 
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extent  on  our  automated  systems.  The  passing  of  the 
Modernization  Act  will  provide  some  much  needed  relief  and 
allow  us  to  take  advantage  of  greater  selectivity  and 
targeting. 


10.   Question: 


Has  the  Customs  Service  been  involved  to  a  greater  extent 
in  negotiating  the  NAFTA  agreement  than  it  was  in 
negotiating  the  Canadian  Free  Trade  Agreement?   [Mrs. 
Hallett  testified  that  this  was  the  case  in  the  Energy  and 
Commerce  hearing  May  7,  1992,  p. 33 -4.] 


Answer: 


Yes.   Our  experience  with  the  CFTA  taught  us  that  Customs 
must  be  present  when  an  agreement  such  as  this  is 
negotiated.  Many  features  that  seem  logical  from  a  policy 
or  financial  aspect  are  not  possible  operationally.  Our 
presence  in  the  negotiations  allowed  us  to  provide  advice 
on  operational  matters  and  assured  that  the  resulting 
agreement  was  one  that  could  be  administered. 


11.   Question: 


It  has  been  suggested  that  the  rules  of  origin  for 
textiles/apparel/fibers  should  be  incorporated  into  the 
legislation  which  Congress  will  have  to  pass  before  NAFTA 
becomes  effective.  What  is  the  Customs  Service  reaction  to 
this  proposal? 


Answer : 


Again,  our  experience  with  CFTA  was  helpful  in  this  case. 
We  found  that  some  of  the  rules  of  origin  developed  under 
the  CFTA  were  not  possible  -  they  related  to  products  that 
did  not  exist,  conflicted  with  each  other  or  did  not 
provide  sufficient  specificity  and  could  apply  to  more  than 
one  product.  There  was  no  provision  in  the  CFTA  on  how  to 
change  these  and  it  has  been  very  difficult  to  do  so. 
Under  the  NAFTA,  there  is  a  Working  Group  created  to 
discuss  problems  such  as  these  and  recommend  changes  to  the 
rules.   This  is  very  important  operationally  because  once  a 
problem  is  identified  it  is  important  that  it  be  corrected 
quickly  so  that  it  does  not  interfere  with  the  day-to-day 
operations.  If  the  rules  themselves  were  part  of  the 
legislation,  it  would  take  legislation  to  change  them  once 
a  problem  is  identified.  This  could  result  in  unnecessary 
delays  and  difficulties  in  administering  the  agreement. 
For  example,  if  it  found  that  one  rule  of  origin  provides 
an  unwanted  loophole  through  which  non-qualifying  goods  are 
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receiving  preferential  treatment,  once  the  three  countries 
agree  that  this  is  the  case,  we  need  to  be  able  to  change 
this  rule  immediately  without  having  to  wait  for 
legislation. 


12.   Question: 


I  understand  that  your  1993  appropriation  provides  for  300 
additional  CXistoms  inspectors,  but  that  all  of  these  300 
are  to  be  assigned  on  the  southwest  border.   Could  you 
comment  on  this  and  tell  me  the  levels  of  import 
specialists,  auditors  and  agents  the  Customs  Service  has, 
and  whether  you  think  these  levels  are  now  adequate?  We 
were  told  that  Customs  now  has  1,250  import  specialists, 
350  auditors,  2,700  agents,  and  6,000  inspectors,  "the  same 
number  of  import  specialists  that  we  had  in  1970,  and  the 
same  number  of  agents  we  had  in  1986,"  although  trade  has 
increased  enormously.  Will  these  professionals  have  more 
or  less  to  do  under  NAFTA?  Are  there  provisions  for 
additional  levels  of  resources  because  of  NAFTA?  Will  it 
be  necessary  to  change  the  mix  of  these  professionals  who 
work  for  Customs  in  light  of  NAFTA  enforcement? 


Answer : 


It  is  anticipated  that  the  NAFTA  will  result  in  an  increase 
in  the  volume  of  commercial  shipments  entering  the  U.S. 
from  Mexico  and  Canada.   It  is  assumed  that  this  increase 
will  be  gradual  and  will  not  be  substantial  until  the  rates 
of  duty  have  been  reduced  considerably.  Under  the  U.S.- 
Canada Free  Trade  Agreement,  it  was  not  until  after  there 
was  a  substantial  reduction  in  rates  in  the  third  year  that 
we  could  see  an  impact . 

In  addition  to  the  increased  trade,  Customs  workload  will 
increase  because  the  work  will  be  more  complex.  The  NAFTA 
is  a  very  complex  agreement  with  complex  rules  of  origin. 
There  will  be  more  requests  for  binding  rulings,  more 
inquiries  from  the  trade  community  concerning  imports  into 
and  exports  from  the  U.S.   The  work  of  import  specialists 
and  auditors  will  of  necessity  change.  They  will  work 
closer  together  so  that  we  may  have  more  accurate  and 
timely  warnings  of  possible  violations. 

r 

It  is  also  anticipated  that  attempts  by  unscrupulous 
importers  to  receive  the  benefits  of  NAFTA  through 
fraudulent  means  will  also  increase.  However,  while  the 
number  of  potential  violations  associated  with  NAFTA  may 
increase,  the  fraudulent  practices  and  schemes  involved 
will  not  change.   The  nature  of  Customs  fraud  can  also  be 
expected  to  remain  fundamentally  the  same,  e.g.,  a  false 
statement  as  to  what  the  imported  commodity  is,  how  much  it 
costs,  or  what  its  country  of  origin  is. 


222 


■10- 


Transshipment  has  historically  been  used  to  circumvent 
import  requirements,  particularly  in  the  areas  of  dumping 
and  textile  quota  agreements.   It  is  anticipated  that  the 
number  of  attempts  to  illegally  enter  goods  into  the  U.S. 
via  transshipment  through  Mexico  and  Canada  will  increase 
as  a  result  of  NAFTA,  e.g.,  false  claims  of  North  American 
origin  on  products  that  have  been  transshipped  through  a 
NAFTA  country  and  which  have  not  undergone  the  requisite 
transformation  nor  met  the  regional  content  requirements 
for  certain  commodities.  Importations  of  automotive 
products,  textiles,  and  certain  agricultural  products  are 
particularly  susceptible  to  transshipment. 

The  NAFTA  may  also  give  rise  to  an  increase  in  trans- 
shipment through  the  removal  of  certain  restrictions  on 
trucking  firms  operating  among  the  U.S.,  Mexico,  and 
Canada.   Similarly,  the  removal  of  certain  restrictions  to 
ease  the  movement  of  business  executives  and  professionals 
among  the  three  countries  may  also  provide  opportunities 
for  individuals  posing  as  legitimate  professionals  to  act 
as  couriers  in  the  movement  of  illicit  proceeds  derived 
from  illegal  transactions. 

Violative  importations  can  sometimes  be  detected  through 
physical  examination  of  the  imported  goods .   However,  in 
the  majority  of  cases,  illegally  transshipped  or  non- 
qualifying merchandise  is  discovered  through  the 
examination  of  records  in  the  U.S.,  the  producing  country, 
and/or  the  transshipment  country.   Frequently,  the 
documentary  trail  in  the  U.S.  will  lead  to  population 
centers  away  from  the  border  where  the  imported  goods  are 
destined  or  where  the  importer's  corporate  headquarters  is 
located.   Entry  summaries  claiming  preferential  treatment 
under  the  NAFTA  may  also  be  filed  in  locations  away  from 
the  border. 

The  300  additional  inspectors  under  our  1993  appropriations 
have  been  targeted  for  the  Southern  border  because  that  is 
where  we  are  most  vulnerable.  The  tremendous  increase  in 
trade  along  the  Southern  border  has  strained  our  present 
resources.  These  inspectors  will  allow  us  to  provide 
adequate  service  to  a  very  critical  situation.  Although 
NAFTA  trade  will  occur  not  just  at  the  Southern  border  but 
all  across  the  nation,  we  feel  that  our  inspector  resources 
elsewhere  are  adequate . 

In  February,  1993,  the  Customs  Service  had  approximately 
350  auditors  on  board.   Auditors  are  the  primary  discipline 
used  to  document  financial  fraud  against  the  U.S.  Customs 
Service.  The  present  workload  combined  with  the  additional 
responsibilities  resulting  from  NAFTA  will  require  an 
increase  of  50  auditors  per  year  until  we  reach  a  level  of 
600  auditors.   In  order  to  assimilate  auditors  into  the 
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Customs  Service  in  cm  effective  manner  and  because  of  the 
highly  complex  nature  of  the  job  and  the  extensive  training 
program  needed,  this  conservative  approach  in  increasing 
staffing  is  the  most  effective  way.   We  have  plans  to 
include  this  request  in  our  FY- 95  appropriations. 

In  FY-86,  the  U.S.  Customs  Service  had  328  Special  Agents 
assicfned  to  our  Southwest  Border  offices.  These  are 
adequate  for  our  present  workload.   Increased  opportunities 
for  fraudulent  practices  may  require  additional  staffing. 

In  1973,  there  were  1227  import  specialists  nationwide,  and 
our  current  import  specialist  staffing  is  1261.   Of  the 
1261,  127  are  located  in  Southern  Border  districts.  Of  123 
additional  import  specialists  allocated  in  1992,  25  percent 
were  assigned  to  the  Southwest  and  Pacific  regions  where 
the  impact  of  NAFTA  will  be  felt  most  acutely.  Although 
the  impact  will  be  felt  more  at  the  Southern  Border,  NAFTA 
transactions  will  occur  all  over  the  nation.   We  have  so 
far  managed  to  absorb  the  increased  workload  with  no 
additional  staffing  by  the  use  of  operational  programs  such 
as  the  Automated  Commercial  System,  the  Pre- Importation 
Review  Program  and  Entry  Summary  Selectivity.  The  passage 
of  the  Customs  Modernization  Act  will  allow  us  to  make 
better  use  of  our  resources  by  eliminating  archaic 
requirements  and  allowing  us  to  take  full  advantage  of 
automated  capabilities.  However,  the  increased  complexity 
of  the  NAFTA,  together  with  the  increased  volume  of  trade 
may  require  additional  staffing.  An  increase  in  volume  of 
trade  similar  to  that  experienced  in  the  U.S. -Canada  Free 
Trade  Agreement  would  require  more  import  specialists. 


13.   Question: 


I  am  told  that  the  Customs  Service  has  a  post-audit  system, 
under  which  Customs  allows  documents  to  be  presented  months 
or  years  later,  in  effect  allowing  importers  to  ship  goods 
illegally  and  take  a  chance  on  not  being  caught.   Please 
comment . 


Answer: 


On  June  17,  1991,  the  Customs  Service  standardized  the  post 
auditing  of  vessel  and  air  carrier  inward- foreign  manifests 
by  issuing  a  national  policy  directive  entitled,  "National 
Carrier  Post  Audit  Guidelines."  The  directive  outlined  the 
review  methodology  to  be  followed  during  the  post  audit  of 
a  carrier's  inward-foreign  manifest .  The  audit  methodology 
incorporates  the  random  sampling  technique,  whereby  a 
representative  universe  of  bills  of  lading  from  a  manifest 
are  audited  to  ensure  proper  disposition  of  the  cargo.   The 
post  auditing  of  carrier  manifests  ensures  accountability 
for  cargo  and  allows  Customs  the  flexibility  to  perform  a 
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review  of  carrier  manifests  after  the  release  of  the  cargo. 
This  review  methodology  has  several  primary  benefits: 
ensures  carrier  control  of  cargo,  ensures  proper 
disposition  of  cargo,  and  ensures  facilitation  of  trade. 


14 .   Question: 


Of  the  total  budget  of  the  Customs  Service 
($1,311,819,000),  I  am  informed  that  about  one-third 
($428,402,000)  is  allocated  to  drug  interdiction.   Is  the 
remaining  portion  adequate  for  commercial  work?  Why  is  it 
necessary  to  impose  systems  such  as  National  Entry 
Processing,  which  allows  entry  to  be  made  anywhere  in  the 
country  for  goods  arriving  at  any  port,  so  called  "remote 
entry."  Doesn't  this  allow  for  port  shopping  and  the 
failure  of  import  specialists  to  be  on  hand  to  examine 
entries  at  remote  ports  of  entry? 


1 


Answer: 


Although  the  Customs  Modernization  and  Informed  Compliance 
Act  includes  a  section  on  National  Customs  Automated 
Processing  (formerly  referred  to  as  National  Entry 
Processing)  ,  it  should  be  noted  that  filer  participation  in 
this  program  is  strictly  voluntary.   Furthermore, 
implementation  and  trade  participation  in  this  initiative 
will  result  in  many  benefits  for  the  trade  and  the  U.S. 
Government.  Some  of  these  benefits  include: 

Creation  of  totally  paperless  national  document  preparation 
and  transmission  system- supported  methodology  resulting  in 
a  reduction  in  labor-intensive  paper  entry  documentation; 
greater  consistency  of  tariff  classifications, 
appraisement,  and  other  Customs  decisions  resulting  in 
increased  accountability  and  expertise  to  advise  the 
importing  trade  on  all  issues  of  entry  processing  and 
achieve  our  objective  of  informed  compliance. 

Programming  the  system  (ACS)  to  process  the  entry  data 
transmitted  to  Customs  electronically  will  allow  personnel 
to  analyze  trade  patterns  and  industry  profiles  to  ensure 
protection  of  the  revenue,  in  addition  to  statutory  and 
regulatory  compliance. 


I 


i 


15.   Question: 


f 


Please  describe  Customs'  "quick  response  system."  What  is 
this?  How  does  it  work? 
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Answer : 


The  U.S.  Customs  NAFTA  help  desk  provides  a  wide  variety  of 
information  on  the  agreement  through  its  "Flash  Fax" 
system.  The  Flash  Fax  is  an  automated  facsimile  system, 
capable  of  transmitting  information  directly  to  a  caller's 
facsimile  machine  24  hours  a  day.   Material  on  this 
automated  system  covers  general  areas  of  interest  as  well 
as  implementing  instructions  issued  by  U.S.  Customs. 


16.   Question: 


One  of  the  textile/apparel/fiber  industry' s  concerns  is 
NAFTA' s  treatment  of  unfair  trade  practices  by  the  NAFTA 
participants.  Judicial  review  of  dumping  or  other  unfair 
trade  practices  cases  will  be  replaced  by  a  tri-national 
panel.   Can  you  explain  how  this  will  work,  for  example,  in 
the  case  of  a  U.S.  petitioner  in  a  countervailing  duty 
case?  How  do  you  suggest  that  Congress  make  its  intent 
known? 


Answer : 


In  short,  when  an  antidumping  or  countervailing  duty  case 
has  been  decided,  at  the  request  of  either  Party,  it  can  be 
sent  to  a  NAFTA  panel  rather  than  a  court .   The  panel  then 
decides  the  cases  according  to  the  same  law  -  U.S.  law  - 
that  the  court  would.   However,  there  are  some  procedural 
differences.  Under  NAFTA  the  cases  proceed  more  swiftly 
and  the  only  appeal  is  through  the  "Extraordinary  Challenge 
Procedure"  committee  mechanism. 

Inclusion  in  NAFTA  of  binational  panel  review  of  AD/CVD 
determinations  is  an  important  benefit  to  U.S.  exporters 
because  it  will  give  the  U.S.  judicial  review  in  Mexico, 
which  we  have  not  had  before. 

Moreover,  the  NAFTA  will  improve  upon  the  binational  panel 
process  in  the  U.S.-Ceuiada  Free  Trade  Agreement.  The  NAFTA 
will  provide  that  judges  should  serve  on  the  binational 
pauiel  to  the  fullest  extent  practiceible .  Using  judges  on 
the  panels  will  underscore  the  importance  of  binational 
panels  not  estaJslishing  a  completely  separate  body  of  case 
law  on  AD/CVD.  Use  of  judges  also  will  serve  to  reinforce 
the  importance  of  appropriate  deference  to  the  Department 
of  Commerce  and  the  U.S.  International  Trade  Commission, 
and  of  adhering  to  U.S.  law  as  decided  by  the  U.S.  Court  of 
^peals  for  the  Federal  Circuit. 
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Finally,  an  initial  objective  of  Mexico  in  the  NAFTA 
negotiations  was  to  secure  immediate  changes  to  U.S.  unfair 
trade  laws  and  a  commitment  to  replace  unfair  trade 
statutes  with  "alternative  remedies"  such  as  antitrust  law 
in  the  near  term.   The  U.S.  rejected  these  demands.   The 
NAFTA  will  result  in  no  changes  to  U.S.  antidumping  or 
countervailing  duty  laws.   The  effectiveness  of  U.S.  trade 
remedy  laws  has  been  fully  preserved  in  the  NAFTA. 


■i 

I 


227 


tttmmt,  iPvoA*^  MiiM* 
cwMt  ctx.-rt  *\mnt  ONC  HUNOflEO  THIIW)  CONGMSS  ^ M^im^Hvi'V^'Z^ 

jOMi  in.  uwoM 
CMMtfon**  pan  cvMicTKvT 
•tlviKiofln  MPftwuco 
C  CMa«iO#*«*  cox  CM«0«*A 


CongresB  of  the  Bnited  States 

fioiise  or  KqircBcntatfoes 


•OtMlO  I  MACMtvn   wow  lUAMO 


*  I  NCI  t«   Ak 
tow  lAMIOI   CM*aMM 

majo*  «  o<M«t  mm  t«M 
lOCX'^'Ul  TOW«rS  «w  TOK 

X^MM    tMUn   Jl    tOUTMCAOOil 

J«r'S32?.SS.'"*  COMMITTEE  ON  GOVERNMENT  OPERATIONS 

txwu  ■•  luiim  •ncoMa  2 1S7  Rayiuhii  Housi  Offki  Buildino 

^"^'tT£^  Wajhinoton.  DC  206l6-ei43 

Muujiosi tt»i.»iK««i-i  Sabcoainlttcc oa Commerce, Coosamcr, and  Moa«Ui7 Albin  

i^Sm^MMim£;mur  nmnvtau  B-377  RayOiire  Hoiae  Office  B«ildi^  Wuhinpoa  DC  »SI54I44  Zl^J^* I'l'^.' 

Maioiitjr:  (202)  225-4407 


June  2.  1993 


Mr.  Stephen  Collins,  Director 
Economic  &  International  Affairs  Dept 
American  Automobile  Mfg.  Assn. 
1620  Eye  SL  NW  S.  1000 
Washington,  DC  20006 

Dear  Mr.  Collins: 

Thank  you  for  your  excellent  testimony  at  our  hearing  on  May  4.  At  the  hearing,  I 
mentioned  that  we  would  submit  additional  questions  to  you  for  the  record.  Your  answers, 
on  behalf  of  the  American  Automobile  Manufacturers  Association,  will  be  included  in  the 
printed  record  of  the  hearings. 

1.  It  has  been  suggested  that  the  rules  of  origin  for  autos  and  auto  parts  should  be 
incorporated  into  the  legislation  which  Congress  will  have  to  pass  before  NAFTA  becomes 
effective.  What  is  your  organization's  reaction  to  this  proposal? 

2.  What  has  the  experience  of  the  auto  manufacturers  which  are  membeis  of  your 
organization  in  working  with  the  U.S.  Customs  Service?  Has  it  been  a  satisfactory 
relationship? 

3.  You  maintain  that  the  automotive  manufacturers  [the  big  three]  support  NAFTA 
because  you  expect  to  export  cars  to  Mexico.  My  question  is  this:  The  U.S.  International 
Trade  Commission  Report  to  the  Congress  [USliXT  Publication  25%,  January  1993]  states 

(at  p.  ix]  that  one  of  tbie  industries  likely  to  experience  losses  are  automobiles *  This 

is  looking  at  the  industry  as  a  whole.  Does  this  mean  that  the  big  three  expect  to  move 
additional  manufacturing  to  low  wage  Mexico,  but  that  you  hope  to  sell  large  cars  to  Mexico 
as  barriers  disappear  over  time? 

4.  What  is  the  meaning  for  NAFTA  enforcement  of  the  decision  to  treat  Honda 
minivans  and  ^x>rt  utility  vehicles  manufactured  in  Canada  as  trucks? 
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5.  Also,  what  is  the  reaction  of  your  association  of  the  decision  to  impose  a  tariff  on 
Honda  Civics  manufactured  in  Ontario,  Canada? 

6.  Do  you  agree  that  the  U.S.  Customs  Service's  view  of  what  constitutes  'domestic 
content"  for  tariff  purposes  narrowed  sharply  soon  after  President  Bush's  return  from  Japaa 
[Under  the  U.S.-Canada  free  trade  pact,  all  vehicles  made  with  at  least  50%  North 
American  content  passes  duty-free  between  the  U.S.  and  Canada.  Canadian  officials  fear 
that  a  restrictive  U.S.  Customs  policy  could  discourage  Japanese  auto  makers  from  building 
more  factories  and  employing  more  workers  in  Canada.] 

7.  Do  you  agree  with  former  Commerce  Department  Underseaetaiy  for 
International  Trade,  J.  Michael  Farren,  that  efforts  of  Japanese  auto  companies  to  use 
American-owned  suppliers  are  "a  sham?" 

8.  How  do  you  explain  the  concern  of  the  auto  labor  union  of  the  effects  of  NAFTA 
on  jobs  and  the  auto  manufacturers  for  foreign  competition  generally,  now  that  figures  are 
out  that  show  record  profits  for  U.S.  auto  manufacturers? 

9.  There  is  a  footnote  in  the  International  Trade  Commission  study  on  the  impact 
of  N,\FTA  on  the  U.S.  economy,  USITC  Publication  2596,  which  provides  as  follows:  "While 
there  has  been  considerable  interest  in  the  NAFTA  rules  of  origin  with  regard  to 
automotive  trade,  much  of  that  interest  reflects  concerns  about  potential  circumvention  of 
those  rules  by  non-NAFTA  parties  in  order  to  claim  NAFTA  preferential  treatment* 
(footnote  44,  p.  4-6).  How  do  the  NAFTA  rules  prevent  use  of  the  agreement  by  non- 
NAFTA  parties? 

10.  Arc  the  percentages  (50  percent  to  62.5)  of  RVC  (regional  value  content)  and 
the  long  transitional  period  adequate  to  protect  North  American  producers,  or  would  the 
auto  industry  have  preferred  higher  percentages  of  local  content? 

11.  What  is  the  relationship  of  the  CAFE  rules  (Corporate  Average  Fuel  Economy) 
to  the  auto  sector  NAFTA  agreement? 

12.  Please  explain  the  relationship  between  "markings,"  GATT,  and  the  rules  of 
origin  and  how  they  will  be  applied  to  particular  industries. 

13.  What  is  an  "export  platform?"  What  impact  does  NAFTA  have  on  the  use  of 
"export  platforms?' 
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We  would  like  to  get  the  hearing  record  published  as  soon  as  possible  and  would  be 
grateful  if  you  could  send  your  response  by  July  1.  If  you  have  any  questions,  please  call 
me,  Ted  Jacobs  or  Tom  Kahn. 

Sincerely  yours. 


John  M.  Spratt.  Jr. 
Chairman 


[Response  was  rxM  received  by  the  time  of  printing.] 
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Trade-Pact 
Opposition 
Eases  a  Bit 


2  Democratic  Critics 
Urge  *  Wait  and  See* 

By  KEITH  BRADSHER  -' 

Sptdal  10  TIN  Ne«  Yor*  TtaM* 

WASHINGTON.  May  10  —  Under 
Intense  pressure  from  the  White 
House,  some  leading  Congressional 
critics  of  the  North  American  Free 
Trade  Agreement  are  toning  down 
their  oratory.  A  few  of  them  are  even 
saying  they  might  support  the  pact 
after  all. 

Representative  Richard  A.  Gep- 
hardt, the  House  majority  leader, 
said  in  an  Interview  late  today  that  he 
was  urging  Democrats  to  avoid  tak- 
ing positions  now  on  the  pact,  which 
would  eliminate  trade  barriers 
among  Canada,  Mexico  and  the  Unit- 
ed States.  He  said  lawmalters  should 
give  the  Cllntwi  Administration  time 
to  complete  its  negotiations  with  Can- 
ada and  Mexico  on  three  side  agree- 
ments. 

The  side  agreements  will  cover  la- 
bor and  environmental  Issues  and  the 
surges  of  Imports  that  mi^t  follow 
the  lowering  of  tariffs.  They  are 
scheduled  to  be  completed  by  mid- 
July.  The  ClintXHi  Administration  is 
counting  on  concessions  in  the  side 
agreements  towin  over  some  Demo- 
cratic opponents  of  the  pact 

Looking  lor  *Real  Teetli' 

Mr.  Geitfiardt.  a  Missouri  Demo- 
crat, said  the  free-trade  pact  could 
pass  Congress  If  the  side  agreements 
have  "real  teeth,"  as  the  Administra- 
tion has  promised.  He  described  the 
pact  itself  as  "a  reasonable  and  good 
thing  for  the  United  States,  Mexico 
and  Canada  to  da" 

Mr.  Gephardt  is  scheduled  CO  gtve 
his  views  on  trade  In  greater  detail  bi 
a  speech  here  on  Tuesday  sponsored 
by  the  Economic  Strategy  Institute,  a 
research  group  that  hasbeen  cfrklcar 
of  the  pact. 

Representative  Sander  M.  Levtn,  a 
Michigan  Democrat  who  has  loog 
been  one  of  the  most  visible  and  tnnu- 
ential  Congressional  critics  of  frie 
trade,  sent  his  colleagues  a  letter  on 
Friday  urging  them  not  to  take  any 
position  on  the  pact  imtU  the  AdmlDte- 
tration  concludes  negotiations  on  tbe 
side  agreentenis. 


Some  Critics  Soften  Toi^e 
on  Trade  Acconi  J 


PouKle  Comlliioiul  Suppon 

Mr.  Levin  said  in  an  Iniervlew-Rh 
day  that  he  might  support  the  pact  if 
he  found  those  agireemenls  accept- 
able, a  position  echoed  by  Mr.  Gop- 
hardL  • 

The  new  stances  by  two  of  the  best- 
known  Congressional  critics  o(  free 
trade  upset  some  members  of  Con- 
gress who  remain  opposed  to  the 
agreement  "1  don't  think  this  Is  pie 
time  for  us  to  let  the  debate  wallow: 
it's  lime  for  us  to  sharpen  the  de- 
bate," said  Representative  Marcy 
Kaplur,  a  six-term  Ohio  Democrat 
"We  can't  be  back-benchers  on  this 
one." 

Representative  Sherrod  Brown,  a 
freshman  Ohio  Democrat  who  has 
organized  freshman  opposition  t<i  the 
pact  said.  "It  seems  to  me  now  Is  the 
time  to  really  scuttle  the  agreement "- 

President  George  Bush  signed  the 
agreement  on  Dec.  17,  but  It  can  go 
Into  force  only  if  a  simple  majority  of 
each  house  of  Congress  votes  for  leg- 
islation pulling  Its  provisions  Into 
law.  Mickey  Kantor,  the  United 
Sutes  trade  representative,  safd  last 
week  that  the  Administration  planned 


Continued  on  Page  D2  J 

to  Introduce  this  leglslatkin  at  the 
beginning  or  end  of  August,  so  that  It 
could  t>e  passed  before  Congress  ad- 
jourried  (or  the  year.  The  agreemeat 
is  scheduled  to  take  effect  on  Jan.  I. 
Intenc  Ubbyliig 

In  Interviews  today,  lawmakers 
gave  several  reasons  for  the  pact's 
brightening  prospects  and  the  new 
reluctance  of  leading  Democrats  to 
criliciie  it.  One  reason  is  an  Adminis- 
tratlon  lobbying  bllu  after  Leon  Pa- 
netta,  the  budget  director,  said  three 
w^eks  ago  that  the  pad  did  not  have 
enough  votes  to  pass  In  Its  current 
form.  Another  is  a  compromise 
struck  by  sU  environmental  groups 
11  days  ago  to  support  the  pact  if  a 
side  agreement  on  the  enylronroait 
Included  certain  provisions.  If  there 
was  solidarity  against  the  pact  by  the 

environmenul  movement  and  labor. 
Congressional  approval  would  be  dif- 
ficult, said  Representative  Robert  T. 
Matsul,  a  California  Democrat  who 
heads  a  Congressional  group  of  the 
pact's  backers. 

A  third  reason  Is  a  decision  by  the 
A.F.L.-CI.O.'s  executive  council  last 
week  to  continue  pressing  for  braad 
side  agieemenu  and  changes  In  the 
basic  pact  Some  untai  leaders  have 
been  calling  for  a  national  campaign 
to  kill  the  agreement,  but  they  were 
turned  back  by  the  natlmal  (eader. 
•hip,  said  Democrau  with  close  ties 
to  organised  labor. 


The  council's  decision  "has  some 
imjtect"  Mr.  Levin  said,  "in  a  sense. 
It's  common  sense:  first  decide 
what's  in  it" 

Represenutlve  Jim  Kolbe,  an  Ari- 
zona Republican  who  has  led  support 
for  the  pact  said  that  among  mem- 
bers of  Congress,  "There  is  a  shift 

and  I  trace  it  back  to  the  PaneltiR 
comments,  which  really  shook  up  Af 
White  House."  ^'    • 

On  Thursday,  Pi^esident  Clinton* 
strongly  urged  Congressional  approv-( 
al  of  the  pact  while  Labor  Secretary 
Robert  B.  Reich  has  defied  opposition 
.  from  organized  labor  to  give  two 
speeches  in  the  last  two  weeks  in 
favor  of  the  agreement  <. 

Administration  lot>bying  has  ft^, 
cused  on  the  House,  in  which  Demo^ 
crats  hold  a  larger  majority,  becauuM^ 
purely  local  concerns  about  trade 
tend  to  be  more  pronounced  and.  ^tt-. 
ganized  labor  tends  to  have  rot^; 
Influence  there.  Lawmakers  ^nd  Ad.-i' 
ministration  officials  say  the  agre<^: 
ment  is  more  popular  in  the  Senat^  ', 
CoacenI  About  Bureaucracy 

House  and  Senate  Republicans" 
have  warned  the  Admlnislrttlon' 
against  pursuing  ambitious ''  siUe 
agreements  of  the  sort  sought  by  Mr',,| 
Levin  and  Mr  Gephardt  They  con- 
tend that  the  North  American  lallor;, 
and  environmental  commissions  now. 
being  negotiated  could  turn  into  new' 
bureaucracies  on  labor  and  envtron^ 
mental  issues. 

House  and  Senate  Republican  Nad- 
ers have  warned  the  Admlnisti^^tibo,. 
that  it  risks  kising  their  support  U  the^ 
side  agreements  go  too  far.  „ 

The  Administration  lobbying  effort 
has  been  imusually  pugnacious.  FpT.'i 
example.  It  has  inchided  publicly  |ia4 
private  appeals  to  antl^Japanese  sav* 
timent  in  Congress,  something  m^^ 
the  Bush  Administration  trle^,  to, 
avoid. 

"If  we  (ail  to  approve  the  Naft^  wf 
won't  get  Its  benefits,"  Mr.  K«nM»^ 
told  the  Senate  Commerce  Coinm^T, 
tee  last  week.  "In  fact.  It  cou^  ^ 
tMckward,  and  (rankly,  open  up  iip-< 
portimilies  for  the  Japanese  or  ol^i, 
countries  to  come  in  and  take  u^vk 
tage  of  what  we  will  not  take  a^viiiv-. 
""ge  »'■"  ■,,  „„■ 
■  i* 
lOU 
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H^«.oucMXM,^.M.,n,«m      Letters:  How  Is  NAFTA 

Like  Schwarzenegger? 


Choate  on  NAFTA 

Toihe  Editor 

Morton  M.  Koadncke'i  aiticle  on 
NAFTA  (Rod  Call.  May  13)  U  misleading 
in  three  important  ways. 

Pint,  be  confuses  oppositioa  to  NAFTA 
K  "proiectioiiisL"  La's  be  ckar  here.  Pro- 
tectionism  is  about  die  impositioo  of  tariffs 
aid  olber  banieis  against  foreign  imports. 
My  CDOcem  about  NAFTA  is  not  tbal  it  will 
flood  US  markets  with  cbeap  Mexican 
goods,  but  (hat  large  nanbers  of  US  com- 
panies will  shift  their  Americaa  fsctofies  to 
Mexico  ID  lake  advantage  of  cheap  wages 
and  die  weak  legulatioas  of  a  conupl  gov- 


Secood,  be  misrepresents  my  recent 
study  on  NAFTA.  Jobs  at  RUt.  by  accept- 
ing as  revealed  wisdom  die  criticism  of 
Don  Newquist.  etwinnan  of  die  Intema- 
booal  Trade  Commisico  (TTO.  Newquist 
disagrees  widi  my  findings  because,  as  be 
writes  in  a  recent  article,  dozens  of  "repula- 
Ue"  studies,  including  a  recent  ooe  by  bis 
own  agency,  coodude  dial  under  NAFTA, 
dK  United  Slates  "wiU  enjoy  more  jobs, 
incicased  exports  and  higher  wages  widi 
dK  agreement  dian  without  iL" 

Tte  problem  widi  diese  reputable  studies 

is  duK  diey  are  based  on  fandAil  assunp- 

CaatlaMd  <a  pac*  21 


tioas  and  flawed  economic  models.  Virtual- 
ly ail  of  diese  studies,  for  instance,  assiane 
Kill  employmeni  in  die  US  eooooray.  As 
abtvdas  tbis  is,  they  have  even  worse  flaws. 

ThenxrsJanaary  l993NAFTAreportlo 
Congresa,  for  exanqiie,  is  based  on  a  model 
dat  acoDttling  to  die  study  itself  ,  was  unable 
to  cakalaK  die  "elminarinn  of  die  nade- 
iitawrjig  requirement  of  the  automotive 
sector,  and  tules-of-atigin  lequirentents  in 
the  computer,  automotive,  and  textile  sec- 
tors.** Yet,  aulos,  textiles,  and  oompiMers  are 
a  major  pan  of  US-Mexican  trade. 

Nor  could  die  ITC  model  analyze  die 
effect  of  NAFTA  on  certain  agricultural 
and  industrial  sectors,  such  as  sugar.  Agri- 
cultural trade  is  also  significanL  Most  im- 
portant, the  ITC  model  "does  not  incorpo- 
rate potential  increases  in  Mexican  invest- 
mem  resulting  from  NAFTA."  This  is  a 
really  big  gap.  The  ITC  filled  ii  by  inter- 
viewing people,  stitching  together  their 
anecdotes,  and  then  calling  it  analysis. 

For  me,  diese  "lepulable''  studies  are 
useless.  For  pobcymakers,  tbey  are  a  dan- 
ger to  die  nation. 

My  study  is  a  reality  check  based  on  die 
real  actkns  of  real  investors  who  are  using 
dicir  own  real  money.  They  are  buying  US 
manufacturing  companies,  relocating 
dmse  Eactories  lo  Mexico,  and  filling  die 
jobs  with  workers  who  are  paid  approxi- 
mately SI.IS  per  hour.  By  the  Mexican 
govenunent's  own  estimates,  investors 


gain  roughly  $  1  S.OOO  for  every  US  job  dnt 
diey  relocate  lo  Mexico.  The  productivity 
of  diese  workers  and  die  quality  of  dieir 
work,  moreover,  oeariy  eqmris  dot  of  their 
American  coinlerparts. 

The  acquisiticn  criteria  of  die  best  known 
of  these  groups,  die  AmeriMex  Maquila- 
doia  Funi,  is  to  buy  manufiKmnng  compa- 
nies in  wincfa  labor  conttiuiles  20  percent  or 
more  of  production  costs  and  wages  exceed 
$7  per  how.  Using  die  Census  Bureau's 
most  recent "  Amual  Survey  of  ManuEKtur- 
eis:  1991,"  diese  targeted  industries  employ 
more  than  S.9  million  American  production 
workers.  These  are  die  jobs  at  risk  ifNAFTA 
is  adopted  by  Congress. 

Finally.  Kondracke's  diird  misimpres- 
sioo  is  created  by  quoting  Newquist's  bro- 
mide dial  "There  is  nothing  preventing 
dmse  jobs  Crom  being  moved  right  now.** 
True,  diat  is.  for  diose  unafraid  of  MexKo' s 
political  comipdon  and  economic  instabil- 
ity. Most  US  investors  are. 

For  diem.  NAFTA  makes  Mexico  in- 
vestmeni-firiendly.  Specifically,  die  agree- 
ment protects  US  investors  from  expropri- 
atioo  of  their  assets  by  die  Mexican  govern- 
ment, assures  dieir  inleUectual  property 
rights,  and  allows  diem  to  repatriate  dieir 
profits. 

In  sum.  NAFTA  speaks  to  millions  of 
American  workers  widi  die  same  deadly 
finality  as  Arnold  Schwarzenegger  in  The 
Tcnnkiator  —  "Hasta  la  vista,  baby!** 

Pat  Choate 
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TUESDAY,  MAY  11,  1993 

Trade-Pact 
Opposition 
Eases  a  Bit 


2  Democratic  Critics 
Urge  'Wait  and  See' 

By  KEITH  BRADSHER  ' 

Sptdal  lo  Tha  Nn  York  TIBts 

WASHINGTON.  May  10  —  Under 
Intense  pressure  from  Uie  White 
House,  some  leading  Congressional 
critics  ol  the  North  American  Free 
Trade  Agreement  are  toning  down 
their  oratory.  A  few  of  them  are  even 
saying  they  might  support  the  pact 
after  all. 

Represenutlve  Richard  A  Gep- 
hardt, the  House  majority  leader, 
said  In  an  interview  late  today  that  he 
was  urging  Democrats  to  avoid  tak- 
ing positions  now  on  the  pact,  which 
would  eliminate  trade  turrlcrs 
among  Canada,  Mexico  and  the  Unit- 
ed Stales.  He  said  lawmakers  shauM 
give  the  Clinton  Administration  time 
to  complete  its  negotiations  with  Can- 
ada and  Mexico  on  three  side  agree- 
ments. 

The  side  agreements  will  cover  la- 
bor and  environmental  issues  and  the 
surges  of  imports  that  might  folkiw 
the  towering  of  tariffs.  They  are 
scheduled  to  tie  completed  by  mid- 
July.  The  Clinton  Administration  Is 
counting  on  concessions  in  the  side 
agreements  to  win  over  some  Demo- 
cratic opponents  of  the  pact 
LaoUnf  lor 'Real  Teeth' 

Mr.  Gephardt,  a  Missouri  Demo- 
crat, said  the  free-trade  pact  could 
pass  Congress  If  the  side  agreements 
have  "real  teeth,"  as  the  Admlnlstra- 
Ikm  has  promised.  He  dcscrfted  the 
pact  Itsell  as  "a  reasonable  and  good 
thing  (or  the  United  Slates,  Mexico 
and  Canada  to  do." 

Mr.  Gephardt  is  scheduled  CD  give 

his  views  on  trade  in  greater  detail  In 

a  speech  here  on  Tuesday  sponsored 

' '    by  the  Economic  Strategy  Institute,  a 

research  group  that  hasbeen  erMcar 

,     o(  the  pact. 

Representative  Sander  M.  Levin,  a 

Michigan  Democrat  who  has  kng 

been  one  of  the  moti  visible  and  Innu- 

entlal  Congresalnial  critics  of  (rte 

trade,  sent  his  colleagues  a  letter  on 

Friday  urging  them  not  to  take  any 

.     poiltlan  on  the  pact  until  the  AdnMsla- 

I     tratlon  conchides  netotlailons  od  tbe 

I     aide  agreements. 


Some  Critics  Soften  Toi^e 
on  Trade  Accord  3 


Possible  Coodltkinal  Support 

Mr.  Levin  said  in  an  lntervlew.li>. 
day  that  he  might  support  the  pact  If 
he  found  those  agreements  accept- 
able, a  position  echoed  by  Mr.  Gep- 
hardt. .  ^^ 

The  new  staiices  by  two  of  the  best- 
known  Congresstonal  crliics  of  free 
irade  upset  some  members  of  Con- 
gress who  remain  opposed  to  the 
agreement.  "I  don't  think  this  Is  (he 
time  for  us  to  let  the  debate  walbw; 
it's  time  for  us  to  sharpen  the  de^ 
bate,"  said  Representative  Marcy 
Kaptur,  a  six-term  Ohio  Democrat 
"We  can't  be  back-benchers  on  this 
one." 

Representative  Sherrod  Brown,  a 
freshman  Ohio  Democrat  wtw  has 
organized  freshman  opposition  to  the 
pact,  said,  "It  seems  to  me  now  is  the 
time  to  really  scutUe  the  agreement" 

President  George  Bush  signed  the 
agreement  on  Dec  17,  but  It  can  go 
into  force  only  if  a  simple  majority  of 
each  house  of  Congress  votes  (or  leg- 
islation putting  Its  provisions  into 
law.  Mickey  Kantor,  the  United 
States  trade  representative,  said  last 
week  chat  the  Administration  planned 


Continued  on  Page  021 

to  introduce  this  legislation  at  the 
beginning  or  end  of  August,  so  that  It 
couM  be  passed  be(ore  Congress  ad- 
journed (or  the  year.  The  agreement 
is  scheduled  to  take  eHeci  on  Jan.  I. 
intense  Labbyliic 

In  interviews  today,  lawmakers 
gave  several  reasons  (or  the  pact's 
brightening  prospects  and  the  new 
rehictance  o(  leading  Democrats  to 
crltidie  it  One  reason  Is  an  Admtails- 
tratlon  kibbylng  bllu  alter  Leon  Pa- 
nettt,  the  budget  director,  saM  three 
weeks  ago  that  the  pact  did  not  have 
enough  voles  to  pass  in  iu  current 
(orm.  Another  Is  a  compromise 
struck  by  six  envlronmenta]  groups 
1 1  days  ago  to  support  the  pact  U  a 
sMe  agreement  on  the  envlraainent 
Included  certain  provlskms.  I(  there 
was  aolMarlty  agalnsi  the  pact  by  the 

environmental  movemem  aiid  labor, 
Congreaskmal  approval  would  be  dif- 
ficult, saM  Reprcaeoiatlve  Robert  T. 
Matsul,  a  CalUomla  Democrat  who 
heads  a  Congretshmal  group  o(  the 
pact's  backers. 

A  third  reason  Is  a  dedskm  by  the 
A.F.L.-CI.0 's  executive  coundl  last 
week  to  continue  pmaing  (or  broad 
dde  agreemenu  and  change*  In  the 
bask:  pact  Some  union  leader*  have 
been  calling  (or  a  natknal  campaign 
to  kill  the  agreement,  but  they  were 
turned  back  by  the  natknal  teader- 
*Mp,  saki  Democrau  with  ckiae  tie* 
to  organised  labor. 


The  couikH's  decision  "has  some 
Imiiaci,"  Mr.  Levin  saM.  "In  a  sense, 
it's  common  sense:  dm  decide 
what's  in  it." 

Representative  Jim  Kolbe,  an  Arl- 
zofia  Republican  who  has  led  support 
for  the  pact,  sakl  that  among  mem- 
bers of  Congress,  "There  is  a  shUt, 

and  1  trace  it  back  to  the  Panetti^ 
comments,  which  really  shook  uptt* 
White  House."  ~     • 

On  Thursday.  President  Clinton* 
strongly  urged  Congresskxial  approv-j 
al  o(  the  pact  while  Labor  Secretary 
Robert  B.  Reich  has  de(led  opposiikin 
.  from  organized  tabor  to  give  two 
speeches  in  the  last  two  weeks  In 
favor  o(  the  agreement 

Administratior.  lobbying  has  fch, 
cused  on  the  House,  in  which  Detno^- 
crats  hold  a  larger  majority,  because, 
purely  tocal  concerns  about  trade 
tend  to  be  more  proiviunced  and  ^- 
ganized  labor  tends  to  have  mqre 
induence  there.  Lawmakers  and  Ad-r 
ministration  o((lcials  say  the  agree- 
ment Is  more  popular  In  the  Senate.  ', 
Cooceni  About  Bureaucraey 

House  and  Senate  Republicans" 
have  warned  the  Admlnlstrition' 
against  pursuing  ambitious  '  sMe 
agreements  of  the  sort  sought  by  Mr',,' 
Levin  and  Mr.  Gephardt  They  con-' 
tend  that  the  North  American  labor, 
and  environmental  commlsakms  now ' 
being  negotiated  couM  turn  taito  n«W 
bureaucracies  on  labor  and  envtra^ 
mental  Issue*. 

House  and  Senate  Republkan  Hatt- 
ers have  warned  the  Admlnisu;fitlao.. 
that  it  risks  kning  their  support  K  the- 
sMe  agreements  go  too  (ar.  „ 

The  Admlnlstratkxi  tobbylng  ef(art 
has  been  unusually  pugnackius.  Fpi,, 
example,  it  has  inchided  publicly  (ud 
private  appeals  to  anti' Japanese  se^ , 
ilmeni  in  Congress,  something  Ihak 
the  Bush  Administration  trle^  to', 
avokl 

"l(  we  (ail  to  approve  the  Nafta,  <■• 
won't  get  iu  benefits."  Mr.  Kantor, 
toM  the  Senate  Commerce  Commit^, 
tee  last  week.  "In  fact  it  could  ao 
backward,  and  frankly,  open  up  op- 
portunities for  the  Japanese  or  gthra, 
countries  to  come  in  and  take  advait- 
uge  of  what  we  will  not  take  a^lvaih 
Uge  of."  . , 
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Choate  on  NAFTA 

TotfaeEdilor 

Moftoo  M.  Koadracke's  article  oo 
NAFTA  (RoU  CaU,  May  13)  is  mislealing 
in  three  infnraM  ways. 

Bnt.  be  coofnses  opposiliaa  to  NAFTA 
K  "pfOleciiaoisL'' La's  be  dear  here.  Pro- 
Kctknisiii  is  about  the  impasilioo  of  lafifTs 
wd  other  bnrieis  agaiBsl  foreign  impons. 
My  cancan  about  NAFTA  is  not  that  it  will 
Hood  US  naifceis  with  cheap  Mexicaa 
goods,  bat  that  large  nonben  of  US  oom- 
puies  will  dnfi  their  American  factories  10 
Mexico  10  like  advmage  of  cheap  wages 
and  the  weak  regulaiions  of  a  comiiM  gov- 


Second.  be  misieiiRsenu  my  recent 
riody  on  NAFTA.  Jobs  at  RWu  by  accept- 
tag  K  revealed  wisdom  die  criticism  of 
Don  Newqnisi.  chaiiman  of  die  Imona- 
tionai  Trade  Commisian  (ITO.  Newquist 
4ffff^rt  with  my  Qndup  because,  as  he 
wrilestaaiccaa  antdcdoaensof  "reputa- 
ble''studies,  inchiding  a  recent  one  by  his 
own  ^eacy.  coodude  Aat  unda  NAFTA, 
te  UmKd  StMes  "^viU  en^oy  more  jobs, 
tacreaied  exports  aid  higter  wages  widi 
die  ^teeaicnt  than  widuut  it" 

1lK  praUem  widi  *ese  repnUUe  studies 
is  diat  ihey  are  ba«l  on  fMciful  asBaB|>- 
-     ■      -      aMtXl 


Letters:  How  Is  NAFTA 
Like  Schwarzenegger? 


(ions  and  flawed  economic  models.  Virtual- 
ly all  of  diese  studies,  for  instance,  assune 
lull  emptoymoK  in  die  US  economy.  As 
abcuniaidiiis  is,  diey  have  even  wone  flaws. 

nKnCsJaiuaiy  1993NAFTAreponio 
Congress,  for  example,  is  based  on  a  modd 
dm.  according  10  die  study  ilKif.  was  laaMe 
K)  cakntade  die  "eliminahnn  of  die  uade- 
^-i— ^  requirement  of  die  auomotive 
rector,  and  niles-of-origin  requronenis  in 
die  cntnpiilrr,  automotive,  aid  textile  rec- 
•ors."  Yet.  iMos.  textiles,  nd  oompvten  are 
a  ma|or  part  of  US-Mexican  mde. 

Nor  oouki  die  ITC  model  analyze  die 
effect  of  NAFTA  on  cotain  agricnhutal 
aid  industiial  sectors,  such  as  sugar.  Agri- 
cuhntal  trade  is  also  significaoL  Most  im- 
portant, dc  rrc  modd  "does  not  incorpo- 
laie  poieniial  increases  ta  Mexican  invest- 
ment resulting  Crom  NAFTA."  This  is  a 
really  big  gap.  The  ITC  filled  it  by  ima- 
viewing  people,  stitching  logetha  dnr 
aiecdoin.  and  dien  callmg  it  analysis. 

For  me.  dieae  "itptdaMe"  studies  are 
nadess.  Far  poUcynaktrt.  diey  are  a  dai- 
ga  10  ihc  uiion. 

My  study  is  a  reality  check  based  on  die 
real  actioas  of  teal  tavestors  who  are  using 
(heir  own  real  money .  They  are  baqring  US 
ounnfacturiag  companies,  relocating 
Ibaae  bctories  to  Mexico  and  filling  the 
jobs  with  workers  who  ae  paid  appitixi- 
aatdy  SI.IS  per  hour.  By  ibe  Mexicaa 
govenaMai's  owa  i  iilaiia  i,  iavcston 


gain  roughly  $  1 5,000  for  every  US  job  dial 
diey  relocale  to  Mexico.  The  productivity 
of  diese  workers  and  die  quality  of  didr 
work,  moreover,  nearly  eqinls  dut  of  didr 
American  coiBlerparu. 

The  acquisitian  criteria  of  die  best  known 
of  diese  groups,  the  AmeiiMex  Maquila- 
dom  Fund,  is  to  buy  manu&cnaing  oompa- 
niet  in  which  labor  oonstihiies  20  penxnt  or 
more  of  production  costs  and  wages  exceed 
S7  pa  hour.  Using  die  Census  Bureau's 
■nostrecent'Amual  Survey  ofManu&ctur- 
ere:  1991,"  diese  targeted  industries  emptoy 
more  than  5.9  million  American  production 
wotken.lliesearediejabsariskifNAFrA 
is  adopted  by  Congress. 

Finally,  Kondracke's  diiid  misimpres- 
sun  is  created  by  quoting  Newquist' s  bro- 
mide dial  "There  is  nothing  preventing 
diote  jobs  from  being  moved  right  now." 
True,  diat  is,  for  diose  unafraki  of  Mexko' s 
political  conuplion  and  economic  instabil- 
ity. Most  US  investors  are. 

For  diem,  NAFTA  makes  MexKO  in- 
vesimeat-biendiy.  Specifically,  die  agree- 
ment protects  US  investors  from  expropri- 
atioo  of  thdr  assets  by  die  Mexican  govem- 
meal.  assures  dieir  imrnrrtial  property 
rights.  iDd  aUows  diem  lo  repatriate  didr 
profits. 

bi  son.  NAFTA  speaks  to  millioas  of 
American  workers  widi  die  same  deadly 
BaaUly  as  AmoU  Schwarzenegga  in  Tka 
Ttnriaatar  —  "Ham  la  visia.  bdiyr 
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